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THE BRITISH BOOM, 1954-55 


Ir is central to the method of economics to give precise definitions to 
certain aggregates or categories of phenomena by means of expressions that 
usually consist of, or are compounded from, the terms of common speech. 
These may, however, sometimes be given a special twist, in order to adapt 
them to the purpose in hand. Examples of such expressions are factor of 
production, velocity of circulation of money, aggregate demand. One 
essential skill of the good economist consists in his choice out of all the vast 
multiplicity of aggregates or categories, which could in principle be defined 
precisely, those particular aggregates or categories, the precise definition of 
which serves to clarify one’s understanding of that galimatias of heterogeneous 
events that constitutes the economic life of the community. These expres- 
sions, having served their purposes as tools of scientific thought, are often 
handed back into circulation in ordinary discourse. The fact that these and 
not other categories were chosen for naming, thus being rendered eventually 
into familiar concepts, has its influence in turn on the direction taken by 
discussions about public policy. 

In the study of inflation and of the trade cycle, the general price level has 
been an important concept. Analysis has concerned itself with the causes of 
its oscillations, and policy with preventing them. Some might regard a 
“disinflationary ” policy as essentially meaning a policy directed to pre- 
venting the general price level from rising (or to causing it to fall back after an 
antecedent rise). In recent years there has been firmly placed at the centre 
of the systematic study of these matters the notion of general level of activity. 
Ido not suggest that nineteenth-century economists were unaware of fluctua- 
tions in this general level or that they gave it no attention; but it was not 
used as a concept of central significance, whether as cause or effect, in the 
strict analysis of the economic equilibrium and disturbances thereto. 
Students of the trade cycle were bound by the very nature of their subject to 
give it increasing attention; gradually they came to treat it more systematic- 
ally; the work of Sir Dennis Robertson constituted an important landmark 
in this process; finally, Keynes, by the vigour of his impact, rendered a 
systematic treatment of the causes and effects of changes in the general level 
of activity common form in trade-cycle analysis. 

I would suggest that the “‘ time interval between order and delivery ” is a 


concept of no less central significance than the “ price level” or the “ level 
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of activity,” and that it should play its part in analysis, namely in the 
functional equations that we set out as purporting to account for the course 
of fluctuations. It will no doubt be held that economists are well aware of 
the fluctuations in this time interval. But they have so far tended to regard 
them as a by-product of more fundamental changes, just as the older econo- 
mists tended to regard the fluctuations in output as a whole as a by- 
product of the price oscillations which were their central theme. 

I would suggest further that the increase in this time interval has been the 
most important feature, both as regards cause and effect, in the British boom 
of 1954-55, and that increases in the price level and in the level of activity have 
played relatively minor roles. Unfortunately precise and comprehensive 
information on this important magnitude is lacking, and the availability of 
information may, naturally and properly, have much influence on the 
direction in which economists turn their attention. In the nineteenth 
century there was more information on prices than on the level of production; 
now that has been remedied. It would be very helpful to economic studies, 
and thereby improve the quality of the advice that economists may see fit 
to tender in times of perplexity, like the present, if the authorities would 
obtain information for publication under this head by means of recurrent 
sample inquiries. 

It is a familiar fact that Keynes, when analysing the causes tending to pro- 
duce over-full or under-full employment, gave more attention to the latter 
alternative, having regard to the circumstances of the time. He argued that 
there was a possibility of equilibrium with under-full employment. What 
would happen if the propensity to invest, the rate of interest and the multiplier 
had values such that aggregate demand exceeded the supply potential? 
It is not clear whether he conceived that there would be a corresponding 
equilibrium at the high level. To elucidate this one may turn back to his 
earlier work, The Treatise on Money. In the terms which he then used, an 
excess of investment over saving caused a proportionate rise in general 
prices. This generated “ windfall profit,” which sufficed to finance the 
excess investment. ‘The same price rise curbed consumption, thus imposing 
what in the language of other writers has been called “ forced saving ”’ on 
consumers. ‘The difference between what they would, in the absence of 
inflation, have consumed, and what they do, in the face of higher prices, 
consume, constitutes a reduction in consumer command over productive re- 
sources, and this command is transferred to entrepreneurs undertaking 
investment. The excess of investment is financed, whether directly or via 
intermediaries, by this windfall profit, which automatically suffices for the 
purpose. If entrepreneurs take any of this windfall profit out in the form 
of higher consumption, prices will rise still higher, and by the doctrine 
of the “‘ widow’s cruse ”’ windfall profit will rise accordingly, so that those 


bent upon investment have their way and funds are found for them. 

This doctrine of the boom appears to be carried forward in essentials into 
the General Theory. When there is unemployment, an increment of invest- 
ment has its main effect in expanding employment; but as we approach a 
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full-employment ceiling the increase in demand, due to the increment of in- 
vestment and to its operation through the multiplier, has a divided effect, 
increasing employment somewhat but also raising prices; finally, at the 
point of absolutely full employment, any further increment of demand has 
its whole effect in producing a price rise. The excess of aggregate effective 
demand over the supply potential may be called the “ inflationary gap,”’ and 
prices will rise to, and presumably stay at, a level such that aggregate ex- 
penditure exceeds the aggregate cost of production, including a normal 
profit, by the amount of the gap. This might be conceived to be a position 
of equilibrium. This inflation of prices is independent of any increase in 
rates of factor rewards; if these are also raised (e.g., if the money value of the 
“ wage unit ’’ goes up), the whole price structure will be raised accordingly, 
but, in the absence of any new forces acting upon the propensity to consume 
or the propensity to invest, the “ gap,”’ viz., the excess of aggregate expendi- 
ture over aggregate costs, including normal profit, will remain the same. 

When the war came and gave us practical experience of inflation, the 
operation of such an inflationary process as that postulated above was 
deliberately obstructed by war-time controls. We might describe a system 
in which prices were allowed to rise in the manner described above as 
“open” inflation and the war-time system as “ suppressed ”’ inflation. 
While such measures as taxation and the restriction of private investment 
tend to narrow the “ gap,” price controls and rationing, formal or informal, 
do not do so. The former types of control may be said to cure or reduce 
inflation at the source by reducing the “ gap,” while the latter only 
“suppress *’ its consequences; they ensure that the gap that remains, 
instead of finding expression in a certain rise of prices, finds expression of 
equivalent value in unsatisfied demand. At the consumer end we have 
consumers queuing outside shops and some arriving too late to obtain what 
they require, while within the productive process we have delayed delivery 
in respect of orders placed. 

These symptoms of “‘ suppressed ”’ inflation continued after the War, and 
were then supposed to be connected with the continuance of controls in the 
form of price regulation, the allocation of materials and, in certain cases, 
rationing. The essential feature of suppressed inflation is unsatisfied 
demand, and the continuance of this was supposed to be bound up with the 
controls that prevented the operation of what is regarded as the normal 
function of the price system—to equate demand and supply. (The other 
types of control were also continued in this period, viz., those tending to 
reduce the gap, such as controls over new investment and budget surpluses.) 

In due course the symptoms of suppression tended to disappear, and 
controls directed to “‘ suppression ” were removed at about the same time. 
By 1953 delivery dates were in the majority of cases normal. 

But then in 1954 the old symptoms began to reappear within the field of 
producer goods, although the system of controls had not been reintroduced. 
Even in the earlier period we may judge that the delays were not fully 
accounted for by the controls. We now have to consider the proposition 
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that such delays, hitherto regarded, not as the effects of an inflationary gap, 
but as the effects of measures designed to suppress its consequences, are part 
of the normal functioning of an inflationary economy, even when no deliberate 
attempt is made to suppress the inflation. If an inflationary gap appears 
when employment is very near the full-employment ceiling, as in 1954, it 
may be that, normally, it is not wholly, or even mainly, reflected in a pro- 
portionate rise of prices, but rather in a growth of delivery delay, and thus 
of unsatisfied demand. 

There is some connection between this analysis of an inflationary situa- 
tion and doctrines that have been discussed in the very different field of 
entrepreneurial price policy in conditions of imperfect competition. Hot on 
a new track, the early proponents of the theory of imperfect competition 
supposed that entrepreneurs would equate marginal cost with short-period 
marginal revenue. Further consideration showed that in the majority of 
cases they were unlikely to do this, if it meant raising prices substantially 
above the cost of production; they would bring long-period marginal revenue 
into account, and this would mean a lower pricing policy. So in the analysis 
of inflation the idea that the inflationary gap would find full expression in a 
proportionate rise of prices implied that the representative entrepreneur 
would, as the inflationary situation developed, raise his price sufficiently to 
equate demand to supply and keep his order books of normal length. It is 
reasonable to suppose that he does nothing of the kind. He pursues a con- 
servative pricing policy and allows his order book to lengthen. 

There is nothing irrational in this. For in imperfect competition the 
paramount consideration is the bad effect on long-period marginal revenue 
entailed by the loss of a customer. Nowit is quite true that the quotation of 
long delivery dates may lose custom; it has been losing custom in British 
export markets during the last year. Nonetheless, it will not lose so much 
custom as raising prices sufficiently to keep order books short; by definition 
such a policy would involve shedding all customers whose needs cannot be 
met within a normal delivery period; if every effort is made to retain those 
customers by letting delivery delays grow, some will indeed be lost, but not 
so many as by raising prices enough to equate short-period demand to short- 
period supply; the fact that the length of the order book does grow is a proof 
of that. Therefore if the prime object is not to alienate customers, the 
entrepreneur, faced by a choice of evils, will tend to let his order book grow. 

We may ask how this phenomenon will affect the balance between in- 
vestment and consumption. It appeared that, by the Keynesian analysis of 
inflation beyond the ceiling of full employment, investment would win; 
the forced saving induced by the rise of prices would enable resources to be 
diverted to the financing of the investment plans. Perhaps this argument 
should not be pressed too far. A steep rise of prices, involving producer 
goods as well as consumer goods, might cause some investment projects to 
be abandoned even in the heyday of a boom. Yet, on the whole, this 
analysis implies that it is consumption rather than investment that is squeezed 
out by the inflationary process. 
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The matter is altogether different if the inflationary gap finds its expression 
mainly in unsatisfied demand. In this case it is more probable that invest- 
ment will be squeezed and consumption win through. Once again one must 
be careful not to be too categorical. On the whole, it seems that the 
phenomenon of delivery delays is more prominent in the sphere of sales to 
producers than in that of sales to consumers. In the phase since controls 
were largely abandoned in Britain, delivery delay to the final consumer 
has been less prominent, although there have been notable exceptions, as 
in the provision of a telephone. One reason for this difference may be 
that consumers are less specific in their requirements; they go shopping and 
take the varieties of goods available as the ultimate data; if they cannot 
find precisely what they may remember buying before the war, they accept 
substitutes. In the field of investment, the requirement is usually more 
specific; a producer must perforce wait for the equipment that he needs 
for his productive process. ‘The extent to which delay obtains in the two 
fields may depend also on where the new inflationary force has arisen. If, 
after a condition of near-equilibrium, there is a sudden spurt in investment 
demand, then one may expect the phenomenon of delay to obtain mainly 
in the sphere of investment goods. Symptoms of suppressed inflation will 
appear in the sphere in which the supply potential is inadequate to match 
the new demand. 


By the autumn of 1954 it was evident that the British economy was be- 
coming subject to severe inflationary pressure. After a period of fair balance 
between supply and demand long delivery delays of the kind so familiar 
between 1945 and 1951 reappeared. The expression “ delivery delay ” has a 
twofold meaning: there is the time interval involved in the date for delivery 
actually quoted by the firm which accepts an order, and there is the failure of 
the firm to deliver at the quoted date. The former kind of lengthening 
became especially notable in the second half of 1954. The lack of precise 
statistical data in this field has already been mentioned; industrial reporting 
is not always reliable, but in this case it was so widespread as to be broadly 
trustworthy. It is supported by one notable published series. In the year 
from July 1954 to June 1955 orders for metal-working machine tools were 
88% above the annual rate in the preceding eighteen months, but pro- 
duction rose by only 5-7°% between those periods.! 

Our next task is to inquire into the cause of this increase of pressure 
during 1954. The published figure for factory building “ starts ” indicates 
that we then became involved in an industrial investment boom of very great 
magnitude. It is not the building aspect of this figure that is important, 
since new factory building is but a small part of the total demand upon the 
building industry. What is important is the associated demands for 

1 Orders in a given year are taken to be equal to deliveries in that year plus orders on hand at 
the end of the year minus orders on hand at the end of the preceding year. By this reckoning orders 


for machine tools rose from the annual rate of £48,064,000 to £90,725,000. (Figures from Monthly 
Digest of Statistics.) 
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industrial equipment. Furthermore, the figure for starts, representing the 
final decisions to push on with extension plans, may be taken as an indicator 
of the still wider class of decisions to acquire new equipment, whether these 
were associated with new building or not. There is no reason to suppose that 
there was a greater propensity to order new factory building than to order 
new equipment generally. The figures for industrial building starts 
measured in square feet are set out in Table I. The increase shown in the 


TABLE I 
Industrial Building Starts } 











Square feet 
(index numbers). 

1949-53 average . . : ; 100 

1949 : : ; ‘ : 106-2 
1950, ‘ . ; : ' 121-6 
1951 =i. ‘ : ; . ; 110-5 
ioe . / é ; P ; 64-8 
55. : ‘ ; . ‘ 96-8 
July 1, 1954—June 30, 1955 : : 177-3 





1 Monthly Bulletin of Statistics. 


final figure is spectacular. If this is a fair indicator of the increased tempo of 
orders for new equipment, it would be clearly impossible for the economy 
not to run into strong inflationary pressure. A sudden increase in a large 
sector of demand amounting to almost 80% in one year is clearly quite 
unmanageable. 

These factories will take various times to build. It appears that a fair 
average figure is in the neighbourhood of two years. Orders for the 
associated equipment may in some cases be placed before the building starts; 
others will come along during the course of the building. We may accord- 
ingly expect the economy to be subject to acute pressure for some two years 
after the end of 1954. And this pressure will take the form mainly of delivery 
delay, since it would be impossible for the engineering industry to expand 
supply by 80%. This delivery delay has an unfortunate effect on the 
external balance; it means that currently Britain is not furnishing supplies 
promptly, and it also means a loss of custom, which may be permanent, 
since, if delivery dates become too lengthy, foreign buyers seek other sources 
of supply. Indeed, it is well known that they have recently been doing so; 
thus the increase in orders as recorded understates in such circumstances the 
total increase in demand. The delivery delays also entail waste and in- 
efficiency in productive processes at home. 

In this connection it is important to make a distinction which is not 
always fully appreciated by commentators. Those who claim that it is 
important to curb investment do not seek to reduce at all the amount of 
investment that is occurring; on the contrary, it is probably desirable for 
Britain in her present phase to expand investment year by year. What it is 
urgently important to reduce is the quantity of orders on investment account. It 
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is the excess of orders on investment account over the maximum supply 
potential of the industries making the investment goods which causes the 
inflationary pressure, the delivery delays and the loss of export markets. It 
may be well to have orders on investment account running slightly ahead of 
the supply potential of the relevant industries, so as to keep them under a 
constant incentive to expand. ‘This incentive seems to have been lost during 
the recession of 1952. But if the increase in orders goes far beyond any 
possibility of expansion, then nothing but harm is done. Indeed, it is 
probably true to say that by reducing orders upon investment account (very 
drastically indeed) one would increase the amount of achieved investment. 
Delivery delay is bound to cause inefficiency if essential components are not 
forthcoming. Associated with this is the impossibility of expanding really 
skilled man-power sufficiently to meet requirements, so that firms are retarded 
by the lack of availability of skills; those available do not always, in a time of 
acute man-power shortage, find their way to the places where their skills are 
most needed in relation to the efficient operation of the economy as a whole. 

There can be little doubt that this sudden expansion has been the main 
cause of the inflationary pressures; the strain has been concentrated upon 
manufacturing industry. Attention has been called to the increase of con- 
sumption. This may have been a little too great in relation to the increase 
of production, but its contribution to the inflationary situation has been 
relatively trivial. This is shown in Table II. 

















Tase II 
Consumption at 1948 Prices, and Index of Industrial Preduction} 
Consumption Consumption of Production 
Date. 1p household goods : 
expenditure. and clothing. index. 
Percentage increase over same quarter in preceding 
year. 
1954: 
Ist quarter +3-4 + 42 +7-2 
2nd quarter +-3-6 + 65 +75 
3rd quarter +43 + 10-2 +6:5 
4th quarter +63 + 10-6 +5-7 
1955: 
Ist quarter. ; ; +48 + 77 +61 
2nd quarter . . : +31 + 3-3 +5:7 
3rd quarter . . : +2-7 + 21 4+-3-3 
Percentage increase in whole year from fourth quarter 
1954 to third quarter 1955 (inc.) over preceding year 
+43 | +60 | +5°4 








1 Monthly Bulletin of Statistics. 


It is not fair to compare the increase of consumption expenditure with the 
production index, because various kinds of services play so large a part in the 
former, and the consumption of these may not have expanded as much as 
that of material objects. The increase in the consumption of household 
goods and clothing is given in the second column, because these items are 
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shown separately in the Monthly Bulletin of Statistics. However, in con- 
sidering the balance between consumption and production one should not 
consider only the direct consumption of material goods, for part of the demand 
going from consumption on to manufacturing industry is constituted by the 
demand for various material goods required by consumers’ services. The 
true index of consumption for a proper comparison with the index of pro- 
duction probably lies somewhere between the first and second columns 
shown in Table II. The abatement in the increase of consumption shown 
after the first quarter of 1955 is welcome. However one regards these figures, 
it is clear that the increase in demand on consumer account is quite small 
by comparison with the 77% increase in demand on investment account 
shown by Table I. 

In this connection there is a point of first-rate importance which should 
always be borne in mind. There is a widespread impression that aggregate 
consumer demand is very large by comparison with the demand on account 
of new equipment, so that an excess demand on the former account of 1% 
or 2% might have an effect of comparable magnitude with that of a far greater 
percentage increase in demand on investment account; and when we are 
thinking of a strain on manufacturing industry, we have to exclude that part 
of investment demand which comes under the heading, building and con- 
struction—including, of course, residential building. Our tireless authors of 
National Income and Expenditure, to whom all economists owe so great a debt, 
have recently been publishing an input-output table, which throws a light 
upon this matter. The table in the current issue (1955) relates to 1950. 
The pattern has no doubt shifted since then, but the figures there provided 
may serve to give us rough proportions, which are all that we need for the 
argument. From the data there provided (Table 17) I have constructed the 
following table by a method described in the footnote. 


1 We are concerned with the output of items 3, 4, 5 and 7 of Table 17. The distribution of 
the final output between persons, public authorities, fixed capital and exports is shown clearly. 
Stocks have been omitted, both because they are not large enough to affect the broad proportions 
that we seek to ascertain and because their changes in 1950 would not be representative of other 
years. The intermediate output has been distributed by reference to the information given in the 
left-hand side of the table. Let total sales by 3, 4, 5 and 7, as shown in column | (£183 million) 
be x,. Let the amount of the output of 1 distributed to intermediate output, persons, public 
authorities, fixed capital and exports respectively be called a,, b,, ¢,, d, and e,. Of the output of 3, 














x,b : XC 
4, 5 and 7 sold to 1 a has been assigned to persons = 0 
r aa tb tated te s P a7h +a tata 
public authorities adh to capital and 11 to exports, leaving 
"ath tated tg Qa+ha+a+da+4 7 


, XQ, 
a residue aft TEhTata Ta 
intermediate output, x, (= £83 million), of 3, 4, 5 and 7, as shown in column 2, which was distri- 
buted in like manner, leaving a residue of x,.a,. A similar procedure was applied to all ten columns. 
This left a residue of x,a, + ga +. . «+ %194@:9. This total amount (= £624 million) was then 
distributed between persons, public authorities, fixed capital and exports in the proportions shown 
in line 14 of Table 17. The procedure clearly implies approximation, but the error should not 
affect the proportions shown in the resulting table in the text sufficiently to frustrate its purpose in 
the argument. 





still unassigned. A similar procedure was then applied to the 
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TABLE III 


Distribution of Product of Manufacturing Industry, 
Excluding Food, Drink and Tobacco, in 1950 





Consumption . ‘ : : -— 
Government : ’ : ‘ ; 9 
Fixed capital . ‘ ‘ . oe 
Exports. ‘ : ° ; . 


100 





From this it appears that, if we exclude food, drink and tobacco, the 
total demand made by all consumers on manufacturing industry is only 
about double that made by the provision of manufactured equipment for 
industry. Accordingly, an increase of orders on the latter account approxi- 
mating to 80% has a far greater effect in imposing a strain on manufacturing 
industry than an increase in consumer demand of the order of 4% or 
even 7%. 

In general comment much importance has been attached to the rises in 
wage-rates and wage earnings. There is no doubt that any tendency for 
wages year by year to rise more than productivity would be very injurious 
to the economy, and there cannot be too much effort of education and propa- 
ganda to drive this point home. The figures, however, do not indicate that 
wages had so risen prior to the end of 1954; but by that date inflationary 
pressures were already operating in full force. Consequently up to that 
point wage increases can be ruled out as a causal factor. During 1954 the 
index of wage-rates rose by 4:3% and wage earnings per person rose by 
7-3%,; during that period the index of manufacturing production rose by 
9-6%, and it can be calculated that productivity per person employed in 
manufacturing industry rose by 6-7%. To get a broader basis it may be well 
to compare 1954 as a whole with 1953: wage-rates rose by 4-3%, wage 
earnings by 6-1%, the index of manufacturing production by 8-1% and 
productivity per person employed in manufacturing industry by 5-4%. 
The wage increases between 1952 and 1953 were of the same order; between 
1950 and 1952 the wage increases were somewhat larger, but this was the 
inevitable and, given the event, the desirable result of the devaluation of 
sterling in 1949. Right to the end of 1954 no chronic tendency for wages to 
outstrip productivity by an appreciable amount can be found. It is true 
that if wages continue to rise fully in proportion to manufacturing produc- 
tivity, the cost of living will tend to rise, since distribution and other services 
are not likely to increase their “‘ productivity’ as much as manufacturing 
industry, but nevertheless have to share the burden of wage increases, which 
they are unable to “ absorb.”’ For instance, with the rise of 8-1% in manu- 
facturing production between 1953 and 1954 may be compared the rise of 
4-3° in the gross domestic product at constant prices, as calculated for us by 
the Central Statistical Office.1 For this reason it might be regarded as 


1 National Income and Expenditure (1955), Table 12. 
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undesirable for wages to rise so fast; but a rise of wages of this amount should 
not affect our power to compete overseas, since it is the British ex-factory 
prices that matter, provided that wage developments in foreign competitor 
countries are similar. 

In the spring of 1955 there were excessive wage increases. Between 
April 1954 and April 1955 the index of wage-rates rose by 7-9%, average 
wage earnings by 9-4°%, while manufacturing production rose by 8-6% and 
productivity per person by 5-5%. Thus there was an “ excess ”’ rise of wage 
earnings of 3-7°%%. If we are considering the causes of inflationary pressures 
in 1955, then we can say, having regard to the proportions shown in Table III 
above, that even the wage increases in 1955 were only of trivial importance 
by comparison with investment boom involving, as it did, an increase of the 
order of magnitude of 80%. 

There has been a tendency to overstress the importance of the wage 
increases. It is natural and even justifiable to overstress an evil, if it may 
have very injurious consequences in the long run, as a chronically excessive 
rate of wage increases could have. But in this case the effect of that over- 
emphasis has been unfortunate. Foreigners, lacking full information about 
the British investment boom, came to believe during 1955 that the British 
troubles were mainly due to their being the victims of uncontrollable wage 
increases, re-enforced by strikes, and that these might render another de- 
valuation of sterling necessary. This undermined confidence in sterling in 
the later part of the year. We have shown that so far there is no evidence 
of a chronic tendency for an excessive rate of increase. The great inflationary 
pressures of 1955 rendered that year exceptional. The rises in wages that 
occurred in the winter of 1954-55 may be attributed at least as much to weak 
employer resistance as to the strength of labour demands; employers were 
inclined to grant the increases readily on account of the extreme labour 
shortage and the urgency and profitability of business in a time of large 
excessive aggregate demand. It is important to note that even if there are 
one or two further rounds of excessive wage increases—for the avoidance of 
which we devoutly hope—sterling is still undervalued by so substantial a 
margin, owing to the devaluation of 1949, that foreigners can rest assured 
that, even if the worst happens on the wages front, a further devaluation will 
not come into question for a long time. 

Accordingly, the nature of the British boom of 1954-55 may be stated in 
very simple terms as follows. In 1954 entrepreneurs made simultaneous 
decisions to expand capacity by an amount that was far in excess of what 
could possibly be supplied. This resulted in a great lengthening of delivery 
dates and delivery delays and an acute man-power shortage. Investment 
on the proposed scale has not, of course, been achieved; that was quite im- 
possible. Meanwhile the external balance has suffered and domestic waste 
has been caused by the delivery delays. Exports have not indeed fallen; 
on the contrary, they have risen; but they have not risen in proportion to the 
expansion of world markets, so that the British share has been declining, and 
they have not risen sufficiently to purchase the imports required by an ex- 
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panding economy or to provide that excess of exports over imports that is 
needed to finance overseas investment. 


We may ask why this spurt suddenly occurred in 1954. It would be 
agreeable if we could find the cause in the normal working of the “‘ accelera- 
tion principle.” The figures shown in the three right-hand columns of 

















Table IV have some tendency to support such an explanation. The 
TaBLe IV 
Consumption and Exports at 1948 Market Prices } 
| 1948 = 100. Percentage increase over highest preceding year. 
| 
Consumption Consumption 
Year. | C tion |ofmanufactures,) GQ mption of manufactures, 
pense 10. | excluding food, din : “9 | excluding food, Exports 
| pen ture. yo ny dete expenditure. |" Grink and 
| tobacco.? tobacco.? 
1948 100 100 _ —_ — 
1949 100-2 108-5 +2:-2 +8-5 +12-0 
1950 104-5 113-8 +23 +46 +13-9 
1951 103-8 106-4 ps | ites + 52 
1952 102-7 103-8 o — ial 
1953 106-4 112-7 +18 — ae 
1954 111-3 122-6 +46 +8-8 + 3-4 














1 National Income and Expenditure (1955). 
2 This index has a wider coverage than that supplied in the second column of Table II. 


accelerated rise in consumption began in 1953, but in the sphere of manu- 
facture did not yet overtop the highest preceding year. 

Econometricians have claimed that they do not find swings in investment 
as large as would be required by the acceleration principle. Those of us who 
have argued that the acceleration principle plays an important causal role 
in the trade cycle would not expect such swings. It is not to realised in- 
vestment that one must look to see a reflection of the acceleration principle, 
but, in a boom, to unfulfilled orders on investment account; and in the 
slump one sees its reflection in the growth of redundant capacity. It is 
not the amount of realised investment but the difference between this and 
investment orders that exerts the dynamic force in the upward phase. It is 
depressing to find in general treatises a reiteration of the alleged negative 
result of the econometricians’ investigations, since the idea that this has 
significance is based on a complete ignoratio elenchi. In the present boom 
investment has shown a healthy trend of increase; but it is in unfulfilled 
investment orders that we must seek a manifestation of our disequilibrium 
and of the effect of the acceleration principle. 

It would not, however, be sensible to attribute exclusive causation to the 
acceleration principle. A wider view should also be taken. One may once 
again think in terms of a representative entrepreneur. For a number of 
years after the War he was beset with special problems, including multi- 
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farious shortages and controls. Then came the Korean outbreak and the 
new defence programme. The crisis of 1951 was followed by a minor de- 
pression in 1952. Thereafter he experienced a period of relief from controls 
and of steady progress, free of crises. During this period he may at last have 
had the leisure to get round to taking longer views; he had reason to hope 
that markets would continue to expand, and various projects of modernisa- 
tion had matured in his mind. It is not unnatural that by 1954 a large 
number of entrepreneurs were ready to go forward at about the same time. 
Unfortunately these decisions, coming all at once, were more than the 
economy could stand. 

It has been expedient to check the boom for two sets of reasons. First, 
there are the immediate reasons that have already been indicated: the 
congestion has an unfavourable effect on the external balance and causes 
inefficiency at home. The situation is not so bad that it is expedient to 
bring the expansion to a sudden and violent halt, leaving factories half 
finished. Rather it is important to prevent the inception of new plans until 
the existing backlog has been cleared off. Unfortunately the figure for factory 
building starts shows but little sign of abatement in the second quarter of 
1955,! so that a sharper squeeze was evidently needed to curtail the level of 
new decisions to expand. It is not to be expected that restrictive measures 
will purge the system of inflationary pressure at all quickly. It hardly 
seems that we can expect much easement until fairly late in 1956. 

Secondly, important as it is to rescue the economy from the disadvantages 
of inflationary pressure, there is a still graver issue at stake. What of the 
succeeding slump ? 

We may set out three possibilities in ascending order of gravity. I am 
not able to have an opinion about which is the correct one. 

(1) It may be the case that as many new factories will be needed every 
year as were started in the period from July 1954 to June 1955. This would 
be the most favourable possible assumption. Even on this assumption, the 
sudden spurt in 1954-55 was bad and restraint is desirable. If it is really 
true that, as a permanent feature of our economy, about 80% more new 
factories should be built every year than were actually started on an average 
in the five years before 1954, it would still be wrong suddenly to increase the 
rate of starts by 80% in one year. The stepping up to a higher tempo of 
investment should proceed more gradually, say, at 10% or 15% or even 20% 
per annum. On this hypothesis restraint now is needed on the principle of 
reculer pour mieux sauter. tis idle to suppose that the situation could be met by 
a campaign for the drastic reduction of consumption in the national interest; 
for to offset the increased investment orders consumption would have to be 
reduced by more than 35%, and that did not happen even during the Second 
World War. Furthermore, the resources could not be switched from the 
” production of consumption goods to investment goods in one year. Physical 
limitations make the expansion of investment of the magnitude now being 
attempted utterly impossible. 

1 After full returns are in, it may prove to be above the first quarter. 
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(2) An alternative hypothesis is that all the factories that have been 
started will be fully needed but that there will not be a need for so many new 
factories every year in future. In this case we have to face the possibility of 
a serious slump in the engineering industry when present plans have been 
completed. Furthermore, much of the expansion of capacity is within the 
industries making producer goods. 

(3) A still graver hypothesis is that the investment boom to date has been 
spiced with optimism and that markets will not suffice to give full employ- 
ment to all the new factories. 

The boom has now become world-wide. We have to face the possibility 
of a world-wide recession within the next two or three years. Having 
regard to the fact that, as shown in Table III, one-third of the output of our 
manufacturing industry goes abroad, this would be a seriously aggravating 
factor. 

In connection with the three possibilities listed above, attention should 
be given to the man-power situation. In recent years the population within 
the age group from fifteen years of age to sixty-four has been almost exactly 
stationary and will remain so—save in the event of massive immigration— 
for a quinquennium. Even afterwards the increases will be only small. 
But what is called the “ working population,”’ that is, the employed and the 
unemployed taken together, has by no means been stationary in recent years. 
This is because persons previously unoccupied have been drawn into paid 
occupations. The majority of these have been women, but men have also 
made a substantial contribution—presumably mainly by the deferment of 
the retiring age. It is possible that the inflow of women will continue for a 
further period; but there can hardly continue to be a substantial inflow of 
men. The increase in working population, male and female together, has 

















TABLE V 
Population of U.K. from fifteen 
to sixty-four years of age ** Working Population.” 
(inclusive). 
Male and Male and 
Peet mg Male. Female. Sunabe. Male. Female. 

June 1948 . ’ ‘ 100 100 100 100 100 100 
Dec. 1952 . : : 99-8 99-9 99-8 102-3 101-4 104-1 
June 1953 . A : 99-8 100 99-7 102-6 101-5 105-1 
Dec. 1953 . ‘ = 99-8 100 99-6 103-1 101-7 106-0 
-_ 1954 . ; ‘ 99-8 100-1 99-6 103-4 oy 108-0 
. 1954 . ; é 104-6 102-5 109-0 
June 1955 | | ~~; |} No Cutancr Prosaste 104-8 102-6 109-5 

















1 Monthly Bulletin of Statistics. 


been running at about 1% during the last 24 years, with an acceleration in 
1954. The likelihood of a slowing down in this rate of increase gives rise to 
serious reflections. 

It is claimed that the new factories are in many cases intended to replace 
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obsolete factories which will be scrapped, and that they are on balance labour- 
saving. It is just possible that the aggregate of the nation’s industrial plant, 
as enlarged by this very high level of recent factory building, will require no 
more personnel to man it fully than did the old. But it is impossible not to 
be uneasy on this score. May it be that stands are now being created which 
there will not be personnel to fill? This will not necessarily lead to a still 
more acute man-power shortage than we have at present, to be shown by a 
rising figure for “ unfilled vacancies,” for it is necessary simultaneously to 
look at the demand side of the picture. 

The rate of increase in consumption that has been occurring recently is in 
part associated with the rising number of persons in paid occupations. If 
the creation of capacity has been at all geared, in accordance with the acceler- 
ation principle, to the rising trend of consumption, and if in the coming 
phase there is no substantial increase in the number of persons in paid 
occupations, there will be disappointment on the demand side. 














TasLe VI 
Civil Employment and Consumption + 
Percentage 
P increase in 
Number i peters, Consumer consumer 
— T - Consumer piranciation expenditure expenditure 
~s expenditure, ea td per person per person 
ay -—camagae whole year. poe nedin in civil in civil 
at June. "Siar e 28 | employment. | employment 
es yan. over preceding 
highest year. 
1950 100 100 — 100 -- 
1951 101-0 99-3 _— 98-3 = 
1952 100-6 98-3 —_ 97-7 — 
1953 101-1 102 +2 100-9 +09 
1954 102-8 106-4 +43 103-6 +2:7 




















1 National Income and Expenditure (1955), and Monthly Bulletin of Statistics. 


Table VI shows consumer expenditure per person in civil employment. 
While this has shown an increase, the increase is not so strong as that in con- 
sumer expenditure. This suggests that, if it proves impossible to pull a still 
higher proportion of the population of working age into paid occupations, 
there may be a disappointment on the side of increasing markets. 

It appeared to me in November 1954 that monetary restriction had 
become expedient. It is possible that economic experts, who have access 
to all the information available at the centre of government, might have 
been in a position to perceive that investment orders were becoming exces- 
sive at a somewhat earlier date. The Bank Rate was raised in February, 
but the credit squeeze was not severe. Certain subsequent hesitations on 
the part of the banking system to react as expected have now become a 
familiar story. It seems likely that the monetary policy, although not in- 


1 See R. F. Harrod, “‘ A Drift Towards Inflation?” Financial Times, November 30. 
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ducing much restriction of plans, did avail to prevent a further expansion. 
Orders for machine tools ceased to expand in May. Unless reporting is very 
much in arrears, factory building starts did not show a normal seasonal 
rise in the second quarter. ‘The railway strike, however, may also have 
been a factor here. 

It is possible that some reluctance and hesitation in the restraint of in- 
vestment may have been due in part to an attitude of some economists in 
recent years, which has been decidedly favourable to investment. There is 
debate whether economists, as such, ought ever to give advice. I believe 
that it is incumbent upon them todo so. But it is arguable that it should be 
confined to cases where the grounds for the recommendation can be per- 
ceived only by one who has a professional understanding of the working of the 
economic system. ‘There are other kinds of advice, such as to work hard and 
live soberly, which, although no doubt conducive to economic prosperity, 
do not belong to the special province of the economist, since, without being 
an economist, one can appreciate the value of these maxims. It seems that 
what has almost amounted to a crusade among certain economists in favour 
of a greater tempo of investment belongs to this category. 

Even the economists’ crusade in favour of saving, which was so charac- 
teristic of the nineteenth century, was somewhat more professional; for 
while each. individual might understand well enough that saving would 
advance his long-run interests, it was not so clear, save to the professional, 
how his saving also conduced to the increase of the wealth of the whole 
community. It surely is clear how investment conduces to wealth. 

There is a further distinction between the nineteenth-century crusade 
for saving and the recent crusade for more investment. In the great majority 
of cases saving is homogeneous; one saves by compressing expenditure in 
terms of pounds, shillings and pence below income, and the residue can be 
applied to a wide variety of purposes. Investment, by contrast, is hetero- 
geneous; one has to invest in this or that particular piece of capital. Conse- 
quently, an overall exhortation in favour of investment may lead to in- 
appropriate investment, or to investment at inappropriate times. It must 
be remembered that in the ordinary course of things less critical vigilance is 
applied to expenditures that can be entered into a capital account than to 
current expenditures. Accordingly there is a greater propensity to wasteful- 
ness in the investment field than in the consumer field. Some reporters have 
urged that the British have much to learn from the Americans in this matter, 
that the Americans have developed a more rigid economy in relation to 
investment items than we have, and that this may be one factor in their 
superior efficiency. The somewhat indiscriminate advocacy in certain 
quarters of investment as being a good thing as such may have had a bad 
effect in retarding the development and enforcement of an official policy 
designed to check the excessive tempo of investment in the crucial period of 
the winter of 1954/5. 

There have been cross currents in policy during 1955 owing to the 
presence of the sterling problem. The rise in the Bank Rate in February was 
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in part designed to have a favourable effect in the markets for official and 
transferable sterling by providing an incentive to encourage non-resident 
holders; and in this regard the policy was highly successful for the time being, 
The good work was, however, to some extent undone during the discussions 
in Paris in June, when it was suggested that the margins for sterling might be 
widened at a later date. This produced a most unfortunate effect on the 
markets. The British Chancellor subsequently felt impelled to make state- 
ments to restore confidence, and notably a strong statement in regard to 
margins at the meeting of the International Monetary Fund at Istanbul. 
It appears to have become evident there that, in order to restore confidence 
abroad, it would be expedient for the authorities to impose some plainly 
visible sacrifices on the British public. Hence the “‘ Second Budget.” This 
should be regarded as belonging rather to the chain of events connected 
with the sterling markets than to those connected with internal inflationary 
pressures. In relation to this former purpose it appears to have been 
successful. 

Those without access to the very latest figures cannot judge how effec- 
tively the credit squeeze is working at present (November 1955). One 
would suppose a considerable intensification to be desirable. Its purpose 
would by no means be to reduce the tempo of investment, but rather to 
reduce the vast excess of investment orders over the supply potential, however 
greatly that be stretched. It should do so by causing a growing number of 
firms to have sufficient anxiety about their own liquidity to postpone for the 
time being the inception of extension plans that they are otherwise ready to 
make. Inceptions should be deferred until such time as the congestion 
created by the violent spurt in starts in 1954-55 has been reduced. 

R. F. Harrop 
Christ Church, 
Oxford. 
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THE DYNAMICS OF HIRE-PURCHASE CREDIT 


THE reintroduction of restrictions on hire-purchase credit in 1955, after 
their complete removal some months earlier, gave rise to a lively controversy 
on the principles involved. Unfortunately, the attitude of most of those 
taking part in the argument was determined either by ideological dogmatism 
in favour or against controls in general, or by ethical bias against “ living 
beyond our means,” or by social considerations in favour of “* giving lower 
income groups a chance to raise their standard .of living.” Although 
practical economic aspects of the problem received a good deal of attention, 
its broader theoretical aspects were neglected. Yet a careful study of the 
theoretical background goes a long way towards providing the answer to the 
policy problem involved. 

The facts which must be taken into consideration are as follows: 


(1) The expansion in the volume and relative importance of hire- 
purchase transactions since the War, and the prospects of a further 
expansion. 

(2) The essentially self-aggravating character of the system. 

(3) The inadequacy of conventional devices of monetary policy to 
regulate hire-purchase credit. 


Theoretical aspects of hire-purchase receive much more attention in the 
United States than in Britain,’ partly because the system is much more 
highly developed there, and partly because detailed statistical material has 
there been available for some time.?. To mention only a few, monographs 
by Professor Seligman, Professor Haberler, Mr. Nugent,® Professor Reavis 
Cox,® a collection of essays published by the American Academy of Political 
and Social Science ? and the published proceedings of the National Consumer 
Credit Conferences ® contain much interesting theoretical material. 

Strangely enough, even though some of the findings of American econo- 


1 British contributions to the theory of hire-purchase credit include W. F. Crick, The Economics 
of Instalment Trading and Hire-p-rchase (London, 1929), and J. E. Meade, Consumer Credit and Un- 
employment (London, 1938). 

2 The Federal Reserve Bulletin, in addition to its monthly figures, publishes annual ‘‘ Surveys of 
Consumer Finances.” 

3 E. R. A. Seligman, The Economics of Instalment Selling. A Study in Consumers’ Credit, 2 vols. 
(New York, 1927). ‘ 

4 Gottfried Haberler, Consumer Instalment Credit and Economic Fluctuations (New York: National 
Bureau of Economic Research, 1942). 

5 Rolf Nugent, Consumer Credit and Economic Stability (New York, 1939). 

® Reavis Cox, The Economics of Instalment Buying (New York, 1948). 

7 Paul F. Douglass (Editor), ‘‘ Consumer Credit,”’ Annals of the American Academy of Political and 
Social Science, Vol. 196, March 1938. 

8 These annual conferences are sponsored jointly by the National Consumer Finance Association 
and other commercial and banking associations concerned with hire-purchase credit. They are 
held each year at a different University. Both theoretical and practical experts take part in the 
proceedings. 
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mists have important bearing on macro-economic theory, they failed almost 
completely to find their way into the general body of macro-economics, 
Most American economists interested in broader theoretical problems regard 
the writings on theoretical aspects of hire-purchase as being too specialised to 
be of interest to them. Yet hire-purchase credit presents some important 
problems that would deserve the attention of those concerned with dynamic 
economic theory in most senses of that term in which it is variously employed. 

Thus the time lag involved in hire-purchase provides an outstanding 
instance of an equation in which the magnitudes refer to different points of 
time in an essential way. Moreover, changes in the volume of hire-purchase 
are liable to make for uneven growth. In addition, the study of theoretical 
aspects of hire-purchase calls essentially for process analysis. Last but by 
no means least, there are inherent in the hire-purchase system influences 
which are liable to exaggerate cyclical movements to an extent that may, in 
given circumstances, jeopardise the very existence of our economic, social and 
political system. 

A most important theoretical question involved is whether expansion of 
hire-purchase has invalidated or is liable to invalidate Keynes’ “ fundamental 
psychological rule,” according to which, when the real income of a commun- 
ity is increased, it will increase its consumption by a smaller absolute amount, 
so that a greater absolute amount is saved. He added that this result is pro- 
duced “ unless a large and unusual change is occurring at the same time in 
other factors.” 1 The question is, has the spectacular expansion of hire- 
purchase since before the War in the United States and in this country 
provided the “ large and unusual change,” the possibility of which Keynes 
allowed for ? 

Before the expansion of hire-purchase, propensity to consume was 
practically the obverse of propensity to save. To-day propensity to 
consume depends as much on the propensity to incur debts as on the pro- 
pensity to save. Consumer spending depends not only on decisions whether 
to save or to spend current income and accumulated past income but also on 
decisions whether to spend future income in advance. The range of possible 
changes in the propensity to consume has therefore widened. ‘ 

Investigation covering the period 1929-41 by the National Bureau of 
Economic Research ascertained that each change of 1% in the amount of 
national income caused the change of over 23° in automobile sales credit 
and 3% in credit used for the purchase of other durable goods against de- 
ferred payments.? The conclusion reached from these figures is that the 
volume of hire-purchase is related not to changes in total income but to 
changes in “ discretionary ’’ income—that is, the amount that remains at the 
consumer’s disposal after paying taxes and after covering their requirements 
of essentials. 


1 General Theory, p. 96. 

* Avram Kisselgoff, ‘‘ The Qualitative Analysis of the Demand for Instalment Sales Credit,” 
Proceedings of the Consumer Credit Conference, University of Illinois Bulletin, Vol. 48, June 1951, 
p. 148. 








-- «= F&F. f*® - ss =e 


ry 








Lic 


ng 
of 
se 


by 


in 


nd 


tal 


ble 


of 
of 
dit 
de- 
the 

to 
the 
nts 


jit,” 
951, 








1956] THE DYNAMICS OF HIRE-PURCHASE CREDIT 19 


Any increase of the real income of a community involves a larger increase 
in its discretionary income. With the rising standard of living, more and 
more tends to become available for the acquisition of durable goods through 
hire-purchase transactions. It is possible to visualise an increase in the 
relative importance of hire-purchase in the volume of credit to a level at 
which the propensity to consume would rise to unity and above. Whether 
or not that stage has been actually reached, it is well within the realm of 
practical possibility, having regard to the expansionary trend of hire-purchase. 

It seems reasonable to assume that, temporary setbacks apart, that trend 
will continue. There is every reason to expect a continuous secular increase 
of the real national income, accompanied by a more than proportionate 
increase of discretionary income. With the rising standard of living addi- 
tional income classes will be placed in a position to pledge their future dis- 
cretionary incomes for the acquisitions of consumer durable goods. Hire- 
purchase is bound to continue to be stimulated also by further inventions of 
tempting new “ gadgets,” by the further development of the Welfare State, 
reducing the need for individual saving and by the discouragement of saving 
as a result of moderate but virtually continuous inflation. It seems probable 
that the system is still far from having reached maturity even in the United 
States, let alone Britain and other countries, and that its expansion due to its 
continued institutional development is liable to be super-imposed on the 
effects of the secular increase in the standard of living. 

Although cyclical set-backs in this expansion are apt to occur from time to 
time, forecasts that a saturation point is liable to be reached in the not too 
distant future appear to be unfounded. With the rising standard of living 
pedal bicycles are replaced by motor bicycles; the latter are replaced by 
cheap popular cars, which again are replaced, as and when discretion- 
ary incomes increase further, by more and more expensive types of cars. 
When every family possesses a television set, they will aim at acquiring much 
more expensive sets for coloured television. There is virtually no limit 
to potential demand for consumer durable goods obtainable through hire- 
purchase ; at any rate, the limit is so remote that it could safely be ignored by 
this generation and the next. Whether or not this potential demand will 
develop into effective demand depends largely on the extent of the increase in 
discretionary income. And, as we saw above, discretionary income is liable 
to continue to increase, it seems reasonable to expect that from time to time 
the increase in the marginal propensity to hire-purchase will surpass an 
increase in the marginal propensity to save that results from an increase in the 
national income. Keynes’ “ fundamental psychological rule,” on which, 
according to him, the stability of the economic system essentially depends, 
would then become invalidated by the “large and unusual change” en- 
visaged by him. The extent of its validity has already become materially 
reduced as a result of the more equalitarian distribution of income, and this 
must have contributed to no slight degree to post-War inflation. 

Hire-purchase expansion or contraction, so far from carrying its own 
corrective, is to a large degree self-aggravating. Before examining this 
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aspect of the subject we propose to deal briefly with the static theory of hire- 
purchase. It rests on three assumptions: 


(1) Hire-purchase merely puts forward the date of purchases without 
affecting their total volume in the long run. 

(2) Hire-purchase merely diverts consumer demand from non- 
durable goods to durable goods. 

(3) Hire-purchase merely diverts financial resources from the 
financing of production to the financing of consumption. 


The view that hire-purchase does nothing more than advance the date of 
purchases is based on the assumption that everybody who buys against de- 
ferred payments would, in the absence of hire-purchase facilities, save a 
corresponding part of his income and would buy eventually the same 
quantity of goods against cash payment. Even if we were to accept this 
assumption—disregarding the likelihood that a large proportion of consumers 
would not have the strength of character to exercise self-denial by saving 
regular amounts corresponding to the instalment payments—it would be 
obvious that aggregate demand is liable to be affected by the timing of pur- 
chases. The average age at which consumers are able to buy a car cannot 
be a matter of indifference from the point of view of the total volume of pur- 
chases. By enabling consumers to buy without waiting until they have saved 
the necessary amount hire-purchase results in a net expansion of demand.! 

The view that hire-purchase merely puts forward the date of purchases 
and also the view that it merely diverts demand from non-durables to durables, 
overlooks the effects of the multiplier and those of time lag between input and 
output. A substantial increase in hire-purchase transactions, by leading to 
replacement orders, sets the multiplier effect into motion, so that the total 
demand for goods in general is liable to increase considerably more than the 
actual increase in the volume of hire-purchase transactions. This is ignored 
by those who believe that the increase of demand created by an increase in 
hire-purchase is reversed subsequently by the effects of a decline in consumers’ 
purchasing power resulting from the payments of the instalments. Sucha 
curtailment of purchasing power is liable to be offset by the multiplier effect 
of the original increase, which may begin to operate long before the repay- 
ment of the instalment credit is completed. An increase in the volume of 
purchases of television sets or motor cars need not therefore result in a corre- 
sponding decline in the purchase of clothing or food. 

To the effect of the multiplier that of the time lag between input and 
output is added. In many industries producing consumer durable goods 
this time lag during which additional payments are made for raw materials 
and labour, but no additional goods become available to the consumer, 
extends over many months. During a period of expanding production 
resulting from an increase in the volume of hire-purchase transactions the 
increase in incomes and purchasing power is not matched simultaneously by a 
corresponding increase in the supply of goods. During a period of non-stop 
rise in hire-purchase, the output is always bound to lag behind the incomes 


1 Cox, op. cit., p. 392. But, inconsistently enough, Cox expresses the opposite view on p. 424. 
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created by the additional input. ‘The inflationary effect of this “ pipeline 
lag ” tends to stimulate demand. 

The static theory according to which an expansion of hire-purchase, so far 
from causing an increase in production, tends to curtail it by diverting 
capital resources from investment, would hold good only under a system in 
which credit resources are subject to a rigidly maintained maximum limit. 
This brings us to the question of how far the volume of hire-purchase can be 
controlled through devices of monetary policy. Under an elastic monetary 
policy—such as has been pursued in Britain, apart from a few relatively brief 
intervals, for nearly a quarter of a century—the expansion of financial 
resources employed in hire-purchase business does not mean a curtailment 
of the amounts available for financing investment. All necessary funds can 
be available for all purposes. It is only under systems of rigid money and 
during periods of credit restrictions that an expansion in the volume of hire- 
purchase is liable to cause a curtailment in the volume of bank credits and 
long-term capital available for financing investment. This effect is all the 
more likely to be produced if official control over the volume of hire-purchase 
is sought to be exercised by conventional devices of monetary policy. 

Changes in the terms of producer credits are to a large degree counter- 
cyclical, because during booms interest rates tend to rise and during slumps 
and depressions they tend to decline. On the other hand, consumer credit 
terms in general and hire-purchase credits in particular tend to exaggerate 
the ups and downs of the business cycle.1_ During prosperous periods, when 
relatively few bad debts are incurred, sellers are prepared to grant more 
liberal hire-purchase terms. They are prepared to accept smaller initial 
deposits, or waive the deposit altogether, and to increase the length of the 
repayment period. During periods of depression hire-purchase is further 
discouraged by a tightening of the terms, owing to the increased risk. Hire- 
purchase charges, too, are inclined to change in the same sense. They are 
high when interest rates in general decline under the influence of bad trade, 
and they tend to decline when trade is good. In the absence of official 
intervention hire-purchase credit terms tend to offset to some degree the 
counter-cyclical influence of the terms of producer credits. 

The increase in the relative importance of hire-purchase credits may not 
be adequately indicated by the published statistics which cannot, of course, 
indicate causal relationship. Even if an expansion of hire-purchase is 
originally induced by a previous expansion of income—which need not 
always necessarily be the case; an expansion may be induced by the inven- 
tion of some new “ gadget ’—after the first “‘ round ”’ the relations are apt to 
become reciprocal. An increase of production stimulated by hire-purchase 
expansion leads to further increase of income which in turn means more 
hire-purchase. During periods of hire-purchase expansion cash purchases, 
national income and savings also expand to a comparable extent. A prior 
expansion of income through an increase in hire-purchase is liable to induce 
an increase of cash purchases and also an increase of saving. 


Owing to the growing importance of hire-purchase and its self-aggravating 
1 Nugent, of. cit., p. 143. 
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character, there is a strong case in favour of official intervention to regulate 
its volume. There remains to be considered whether this end could be 
adequately achieved by conventional devices of monetary policy. It is 
important to realise that such devices are much less effective in the sphere of 
hire-purchase than in other spheres. 

To appreciate the above point it is necessary to examine the difference 
between the operation of the system of hire-purchase financed with the aid 
of bank credit or with the aid of funds provided outside banks. 

In so far as hire-purchase is financed by bank credits, the effect of changes 
in its volume largely depends on whether under the prevailing monetary 
policy there is a rigid limit to the volume of credit, or whether it is allowed 
to expand with growing commercial requirements. Under the gold standard, 
and also under an inconvertible paper currency during periods of a restric- 
tionist monetary policy, any increase in bank credits to finance hire-purchase 
business is liable to leave the total volume of credit substantially unaffected, 
because it must be accompanied by corresponding curtailments of credit to 
other borrowers.! Indeed, since credit is a two-dimensional magnitude— 
being affected not only by the amount granted but also by the length of 
period of which it is granted—and since bank credits for financing hire- 
purchase business have to be granted for comparatively long periods, the 
same amount of bank credit finances a smaller amount of production of goods 
sold against deferred payments than of goods sold for cash or on normal 
credit terms. 

Under an elastic monetary system bank credit for financing hire-purchase 
can, of course, be expanded without having to curtail bank credit for other 
business purposes. Like other forms of bank credits, those granted for the 
financing of hire-purchase create their own deposits. The additional deposits 
remain in existence so long as the volume of credits granted for financing 
hire-purchase business remain at its increased level. It is only if and when 
repayments of such credits exceed new credits that the additional deposits 
they had created become cancelled out. The volume of such credits is well 
under the control of the monetary authorities. They are in a position to 
prevent its expansion or to enforce its contraction by the various monetary- 
policy devices which can compel the banking community to lower the total 
of its credits. While the automatic effect of raising interest rates on the 
volume of hire-purchase credits is apt to be limited, any measures to curtail 
the total volume of credit is liable to induce the banks to reduce facilities 
granted for financing hire-purchase business. Moreover, the banks may be 
** requested ”’ by the authorities to reinforce conventional monetary devices 
by selective discrimination against hire-purchase credits. 

While in the United States the greater part of hire-purchase business is 
financed directly or indirectly by the banks,? in Britain it is financed largely 


1 Haberler, of. cit., pp. 8-9, 33, 38. 
2 Even in so far as funds are provided by finance companies, in the United States they have easy 
access to the money market, and their paper is eligible for re-discount. Thus in the United States 
a large proportion of the non-banking credits used for the financing of hire-purchase come from the 
general pool of funds (Haberler, op. cit., p. 34). 
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out of non-banking resources. The British banks have always abstained 
from granting any direct credits for hire-purchase financing, though in- 
directly they have been financing that type of business to some extent by 
granting credits to hire-purchase finance houses. What is much more 
important, a large part of the credits granted to the industrial and com- 
mercial firms for general purposes is liable to be employed by the borrowers 
for financing hire-purchase credits. To a very large extent, however, hire- 
purchase business is financed by the firms’ own resources, supplemented, 
when necessary, by new capital issues, or by credit facilities from hire- 
purchase finance companies. The latter, in addition to their own capital 
resources, attract deposits by paying interest rates well in excess of those 
paid by the banks. 

Admittedly, whatever form the financing of hire-purchase credits with 
the aid of non-banking credits may assume, it must involve the use of bank 
deposits. The firms directly concerned, or the hire-purchase finance com- 
panies, may draw upon their own bank balances. Or they may issue new 
capital and the investors pay for the securities by drawing upon their 
balances, or by selling other securities, the buyers of which draw on their 
balances. If hire-purchase finance companies pay attractive interest rates 
on deposits, holders of bank deposits may transfer to them their funds in 
order to take advantage of the higher yield. All this does not mean that the 
use of these deposits for financing hire-purchase, directly or indirectly, 
reduces the total deposits held by the banking system as a whole. Under our 
modern banking system the withdrawal of deposits is liable to affect the total 
deposits only if the depositors withdraw notes for hoarding purposes. If the 
withdrawals are for the purpose of financing purchases, or for granting non- 
banking credits, the amounts withdrawn either find their way back into 
the banking system very soon, or they never leave the banking system at all 
even though they are transferred from one account to another or from one 
bank to another. 

This means that an expansion of non-banking credits for financing hire- 
purchase business leaves the total of bank credits unchanged. Unlike an 
expansion of bank credits for that purpose, it does not create additional bank 
deposits. What it does is to leave the total of bank deposits unchanged, 
thereby enabling the banks to maintain the same volume of credit even during 
periods of restrictive monetary policy. The increased volume of non-banking 
credits for hire-purchase is therefore additional to the unchanged volume of 
bank credits. In other words, an expansion of non-banking credits in con- 
nection with hire-purchase transactions leaves the volume of bank deposits 
unchanged but increases their velocity of circulation. Idle deposits are 
converted into active deposits. 

While the authorities can maintain a reasonably effective control over 
bank credits financing hire-purchase, their control over non-banking credits 
for that purpose is very loose and indirect. A general tightening of money 
conditions, by reducing the amount of bank credits granted for general pur- 
poses, may force the firms concerned to employ their own funds, which 
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would otherwise be available for financing hire-purchase credits, for financing 
their other requirements which had hitherto been financed by bank credits, 
Hire-purchase finance companies are always in a position, however, to attract 
more deposits by raising their deposit rates, thereby increasing the temptation 
for holders of idle bank deposits to transfer their funds to them. Owing to 
the wide margin between cash terms and hire-purchase terms, they are in a 
position to increase deposit rates considerably. Moreover, industrial or com- 
mercial firms of standing are in a position to raise new capital even during a 
period of credit restrictions. 

In order to be able to reduce hire-purchase credits to a desired degree, 
the monetary authorities have to apply a very drastic degree of general 
credit restrictions, precisely because otherwise non-banking hire-purchase 
credits remain relatively unaffected. Under a moderate credit squeeze non- 
banking hire-purchase credits remain unaffected, or they may even continue 
to expand. Ifthe authorities aim at reducing the amount of hire-purchase 
transactions they have to enforce a much higher degree of general curtailment 
of bank credits in order to achieve a desired reduction of hire-purchase 
financed by the banks, so as to offset any increase in hire-purchase financed 
outside the banks. 

In countries such as Great Britain, where hire-purchase is financed 
largely by non-banking credits, there is, therefore, justification for selective 
credit restrictions discriminating against bank credits financing hire-purchase, 
and even for the direct regulation of hire-puchase business. Otherwise, 
owing to the limited ability of the authorities to control closely the volume of 
hire-purchase business financed by non-banking resources, trade in general 
has to be penalised by the application of unduly severe general credit 
restrictions to a degree which is unwarranted by general business conditions 
as distinct from conditions prevailing in the sphere of hire-purchase business. 

From the above argument if follows that there is, in this country at any 
rate, a strong case in favour of direct intervention to influence the volume of 
hire-purchase credits. By means of intervention it might be possible to con- 
vert hire-purchase from being a disturbing influence tending to aggravate 
booms and slumps, into a counter-cyclical device. For considerations of 
space I cannot go into detailed proposals, but there are fiscal and other 
devices by which the authorities should be able not only to curtail the volume 
of hire-purchase during booms but,. what is much more difficult, also to 
encourage its expansion during depression.? 

It is to be hoped that the decision of the Board of Trade to publish figures 
relating to hire-purchase business will increase the interests of economists in 
the subject, and that its theoretical as well as practical aspects will receive 
the attention they deserve. 


Cliffords Inn, 
London, E.C.4. 


1 Meade, in his Consumers’ Credit and Unemployment, outlined an ingenious formula, even though 
he rejected it in favour of another solution. 
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THE TAKE-OFF INTO SELF-SUSTAINED GROWTH! 


I 


THE purpose of this article is to explore the following hypothesis: that 
the process of economic growth can usefully be regarded as centering on a 
relatively brief time interval of two or three decades when the economy 
and the society of which it is a part transform themselves in such ways that 
economic growth is, subsequently, more or less automatic. This decisive 
transformation is here called the take-off.? 

The take-off is defined as the interval during which the rate of investment 
increases in such a way that real output per capita rises and this initial 
increase carries with it radical changes in production techniques and the 
disposition of income flows which perpetuate the new scale of investment 
and perpetuate thereby the rising trend in fer capita output. Initial changes 
in method require that some group in the society have the will and the 
authority to install and diffuse new production techniques; * and a perpetua- 
tion of the growth process requires that such a leading group expand in 
authority and that the society as a whole respond to the impulses set up by 
the initial changes, including the potentialities for external economies. 
Initial changes in the scale and direction of finance flows are likely to imply 
a command over income flows by new groups or institutions; and a perpetua- 
tion of growth requires that a high proportion of the increment to real 
income during the take-off period be returned to productive investment. 
The take-off requires, therefore, a society prepared to respond actively to 
new possibilities for productive enterprise; and it is likely to require political, 
social and institutional changes which will both perpetuate an initial increase 
in the scale of investment and result in the regular acceptance and absorption 
of innovations. 

In short, this article is an effort to clarify the economics of industrial 
revolution when an industrial revolution is conceived of narrowly with 
respect to time and broadly with respect to changes in production functions. 


1T wish to acknowledge with thanks the helpful criticisms of an earlier draft by G. Baldwin, 
F, Bator, K. Berrill, A. Enthoven, E. E. Hagen, C. P. Kindleberger, L. Lefeber, W. Malenbaum, 
E. S. Mason and M. F. Millikan. 

* This argument is a development from the line of thought presented in The Process of Economic 
Growth (New York, 1952), Chapter 4, especially pp. 102-5. The concept of three stages in the growth 
process centering on the take-off is defined and used for prescriptive purposes in An American Policy 
in Asia (New York, 1955), Chapter 7. 

3 We shall set aside in this article the question of how new production techniques are generated 
from pure science and invention, a procedure which is legitimate, since we are examining the growth 
process in national (or regional) economies over relatively short periods. We shall largely set aside 
also the question of population pressure and the size and quality of the working force, again because 
of the short period under examination; although, evidently, even over short periods, the rate of 
population increase will help determine the level of investment required to yield rising output 
per capita (see below, p. 28, note 2). By and large, this article is concerned with capital formation 
at a particular stage of economic growth; and of the array of propensities defined in The Process of 
Economic Growth it deals only with the propensity to accept innovations and the propensity to seek 
material advance, the latter in relation to the supply of finance only. 
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Il. THREE STAGES IN THE GROWTH PROCESS 


The historian examining the story of a particular national econonty is 
inevitably impressed by the long-period continuity of events. Like other 
forms of history, economic history is a seamless web. ‘The cotton-textile 
developments in Britain of the 1780s and 1790s have a history stretching 
back for a half century at least; the United States of the 1840s and 1850s 
had been preparing itself for industrialisation since the 1790s, at the latest; 
Russia’s remarkable development during the two pre-1914 decades goes 
back to 1861 for its foundations, if not to the Napoleonic Wars or to Peter 
the Great; the remarkable economic spurt of Meiji Japan is incomprehen- 
sible outside the context of economic developments in the latter half of the 
Tokugawa era; and so on. It is wholly legitimate that the historian’s 
influence should be to extend the story of the British industrial revolution 
back into the seventeenth century and forward far into the nineteenth 
century; and that Heckscher should embrace Sweden’s transition in a chap- 
ter entitled, ‘*‘ The Great Transformation (1815-1914).”’? From the per- 
spective of the economic historian the isolation of a take-off period is, then, 
a distinctly arbitrary process. It is to be judged, like such other arbitrary 
exercises as the isolation of business cycles and secular trends, on whether it 
illuminates more of the economic process than it conceals; and it should be 
used, if accepted, as a way of giving a rough framework of order to the 
inordinately complicated biological problem of growth rather than as an 
exact model of reality. 

There is difficulty in this set of conceptions for the statistical analyst of 
economic development as well as for the historian. At first sight the data 
mobilised, for example, by Clark, Kuznets, Buchanan and Ellis exhibit a 
continuum of degrees of development both within countries over time and 
as among countries at a given period of time, with no prima facie case for a 
clearly marked watershed in the growth process.2 In part this statistical 
result arises from the fact that historical data on national product and its 
components are only rarely available for an economy until after it has passed 
into a stage of more or less regular growth; that is, after the take-off. In 
part it arises from the fact that, by and large, these authors are more con- 
cerned with different levels of per capita output (or welfare)—and the 
structural characteristics that accompany them—than with the growth 
process itself. The data they mobilise do not come to grips with the inner 
determinants of growth. The question raised here is not how or why levels of 
output per capita have differed but rather how it has come about that particular 
economies have moved from stagnation—to slow, piece-meal advance—to 


1 E. F. Heckscher, An Economic History of Sweden, Tr. G. Ohlin, (Cambridge, Massachusetts, 
1954), Chapter 6. 

* Colin Clark, The Conditions of Economic Progress (London, 1951, second edition) ; Simon Kuznets, 
“International Differences in Capital Formation and Financing” (mimeographed; Conference 
on Capital Formation and Economic Growth, November 1953) (National Bureau of Economic 
Research, New York, 1953); Norman Buchanan and Howard Ellis, Approaches to Economic Develop- 
ment (Twentieth Century Fund, New York, 1955). See also the United Nations data presented as 
a frontispiece to H. F. Williamson and John A. Buttrick, Economic Development (New York, 1954). 
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a situation where growth was the normal economic condition. Our criterion 
here is not the absolute level of output fer capita but its rate of change. 

In this argument the sequence of economic development is taken to 
consist of three periods: a long period (up to a century or, conceivably, 
more) when the preconditions for take-off are established; the take-off 
itself, defined within two or three decades; and a long period when growth 
becomes normal and relatively automatic. These three divisions would, of 
course, not exclude the possibility of growth giving way to secular stagnation 
or decline in the long term. It would exclude from the concept of a growing 
economy, however, one which experiences a brief spurt of expansion which 
is not subsequently sustained; for example, the United States industrial 
boom of the War of 1812 or the ill-fated spurts of certain Latin American 
economies in the early stages of their modern history. 

Take-offs have occurred in two quite different types of societies; and, 
therefore, the process of establishing preconditions for take-off has varied. 
In the first and most general case the achievement of preconditions for take- 
off required major change in political and social structure and, even, in 
effective cultural values. In the vocabulary of The Process of Economic 
Growth, important changes in the propensities preceded the take-off. In 
the second case take-off was delayed not by political, social and cultural 
obstacles but by the high (and even expanding) levels of welfare that could 
be achieved by exploiting land and natural resources. In this second case 
take-off was initiated by a more narrowly economic process, as, for example, 
in the northern United States, Australia and, perhaps, Sweden. In the 
vocabulary of The Process of Economic Growth, the take-off was initiated 
primarily by a change in the yields ; although subsequent growth brought with 
it changes in the propensities as well. As one would expect in the essentially 
biological field of economic growth, history offers mixed as well as pure cases. 

In the first case the process of establishing preconditions for take-off 
might be generalised in impressionistic terms as follows: 

We start with a reasonably stable and traditional society containing an 
economy mainly agricultural, using more or less unchanging production 
methods, saving and investing productively little more than is required to 
meet depreciation. Usually from outside the society, but sometimes out of 
its own dynamics, comes the idea that economic progress is possible; and 
this idea spreads within the established élite or, more usually, in some dis- 
advantaged group whose lack of status does not prevent the exercise of some 
economic initiative. More often than not the economic motives for seeking 
economic progress converge with some non-economic motive, such as the 
desire for increased social power and prestige, national pride, political 
ambition and so on. Education, for some at least, broadens and changes 
to suit the needs of modern economic activity. New enterprising men come 
forward willing to mobilise savings and to take risks in pursuit of profit, 
notably in commerce. The commercial markets for agricultural products, 
domestic handicrafts and consumption-goods imports widen. Institutions 
for mobilising capital appear; or they expand from primitive levels in the 
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scale, surety and time horizon for loans. Basic capital is expanded, notably 
in transport and communications, often to bring to market raw materials 
in which other nations have an’ economic interest, often financed by foreign 
capital. And, here and there, modern manufacturing enterprise appears, 
usually in substitution for imports. 

Since public-health measures are enormously productive in their early 
stages of application and, as innovations go, meet relatively low resistance 
in most cultures, the death rate may fall and the population begin to rise, 
putting pressure on the food supply and the institutional structure of agricul- 
ture, creating thereby an economic depressant or stimulus (or both in turn), 
depending on the society’s response.* 

The rate of productive investment may rise up to 5% of national in- 
come;? but this is unlikely to do much more than keep ahead of the 
population increase. And, in general, all this activity proceeds on a limited 
basis, within an economy and a society still mainly characterised by tradi- 
tional low-productivity techniques and by old values and institutions which 
developed in conjunction with them. The rural proportion of the popula- 
tion is likely to stand at 75% or over. 

In the second case, of naturally wealthy nations, with a highly favorable 
balance between population and natural resources and with a population 
deriving by emigration from reasonably acquisitive cultures, the story of 
establishing the preconditions differs mainly in that there is no major 
problem of overcoming traditional values inappropriate to economic growth 
and the inert or resistant institutions which incorporate them; there is 
less difficulty in developing an élite effective in the investment process; 
and there is no population problem.* ‘Technically, much the same slow- 
moving process of change occurs at high (and, perhaps, even expanding) 
levels of per capita output, and with an extensive growth of population and 
output still based on rich land and other natural resources. Take-off fails 
to occur mainly because the comparative advantage of exploiting productive 
land and other natural resources delays the time when self-reinforcing 
industrial growth can profitably get under way.* 

1 Historically, disruptive population pressure has been generated in pretake-off societies not only 
by the easy spread of highly productive measures of public health but also by the easy acceptance 
of high-yield new crops, permitting a fragmentation of land-holdings, earlier marriage and a rise 
in the birth rate; ¢.g., Ireland and China. 

2 The relation of the investment rate to growth depends, of course, on the rate of population 
rise. With stagnant population or slow rise a 5% investment rate could yield substantial growth in 
real output per capita, as indeed it did in pre-1914 France. On the other hand, as noted below 
(p. 36) investment rates much higher than 5% can persist in primitive economies which lack the 
preconditions for growth, based on capital imports, without initiating sustained growth. For some 
useful arithmetic on the scale and composition of capital requirements in a growing economy with 
a 1% population increase see A. K. Cairncross, Home and Foreign Investment (Cambridge, 1953), 
Chapter 1. 

3 Even in these cases there have often been significant political and social restraints which had 
to be reduced or eliminated before take-off could occur; for example, in Canada, the Argentine 
and the American South. 

4 Theoretically, such fortunate societies could continue to grow in per capita output until diminish- 
ing returns damped down their progress. Theoretically, they might even go on as growing non- 
industrial societies, absorbing agricultural innovations which successfully countered diminishing 
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The beginning of take-off can usually be traced to a particular sharp 
stimulus. The stimulus may take the form of a political revolution which 
affects directly the balance of social power and effective values, the character 
of economic institutions, the distribution of income, the pattern of investment 
outlays and the proportion of potential innovations actually applied; that 
is, it operates through the propensities. It may come about through a 
technological (including transport) innovation, which sets in motion a 
chain of secondary expansion in modern sectors and has powerful potential 
external economy effects which the society exploits. It may take the form 
of a newly favorable international environment, such as the opening of 
British and French markets to Swedish timber in the 1860s or a sharp relative 
rise in export prices and/or large new capital imports, as in the case of the 
United States from the late 1840s, Canada and Russia from the mid-1890s; 
but it may also come as a challenge posed by an unfavorable shift in the 
international environment, such as a sharp fall in terms of trade (or a war- 
time blockage of foreign trade) requiring the rapid development of manu- 
factured import substitutes, as in the case of the Argentine and Australia 
in the 1930s and during the Second World War.! All these latter cases 
raise sharply the profitability of certain lines of enterprise and can be regarded 
as changes in the yields. 

What is essential here, however, is not the form of stimulus but the fact 
that the prior development of the society and its economy result in a positive 
sustained, and self-reinforcing, response to it: the result is not a once-over 
change in production functions or in the volume of investment, but a higher 
proportion of potential innovations accepted in a more or less regular flow, 
and a higher rate of investment. 

In short, the forces which have yielded marginal bursts of activity now 
expand and become quantitatively significant as rapid-moving trends. New 
industries expand at high rates, yielding profits which are substantially 
reinvested in new capacity; and their expansion induces a more general 
expansion of the modern sectors of the economy where a high rate of plough- 
back prevails. ‘The institutions for mobilising savings (including the fiscal 
and sometimes the capital-levy activities of government) increase in scope 
and efficiency. New techniques spread in agriculture as well as in industry, 
as increasing numbers of persons are prepared to accept them and the deep 





returns. Something like this process might describe, for example, the rich agricultural regions of 
the United States. But, in general, it seems to be the case that the conditions required to sustain 
a progressive increase in agricultural productivity will also lead on to self-reinforcing industrial 
growth. This result emerges not merely from the fact that many agricultural improvements are 
labor-saving, and that industrial employment can be stimulated by the availability of surplus labor 
and is required to draw it off; it also derives from the fact that the production and use of materials 
and devices which raise agricultural productivity in themselves stimulate the growth of a self- 
sustaining industrial sector. 

1 Historically, the imposition of tariffs has played an important role in take-offs, e.g., the American 
Tariffs of 1828 (cotton textiles) and 1841-42 (rail iron); the Russian tariffs of the 1890s, etc. 
Although these actions undoubtedly served to assist take-off in leading sectors, they usually reflected 
an energy and purpose among key entrepreneurial groups which would, in any case, probably have 
done the trick. 
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changes they bring to ways of life. A new class of business-men (usually 
private, sometimes public servants) emerges and acquires control over the 
key decisions determining the use of savings. New possibilities for export 
develop and are exploited; new import requirements emerge. The 
economy exploits hitherto unused backlogs in technique and natural re- 
sources. Although there are a few notable exceptions, all this momentum 
historically attracted substantial foreign capital. 

The use of aggregative national-income terms evidently reveals little of 
the process which is occurring. It is nevertheless useful to regard as a 
necessary but not sufficient condition for the take-off the fact that the pro- 
portion of net investment to national income (or net national product) 
rises from (say) 5% to over 10%, definitely outstripping the likely population 
pressure (since under the assumed take-off circumstances the capital—output 
ratio is low),! and yielding a distinct rise in real output per capita. Whether 
real consumption per capita rises depends on the pattern of income distribu- 
tion and population pressure, as well as on the magnitude, character and 
productivity of investment itself. 

As indicated in the accompanying table (see p. 31), I believe it possible 
to identify at least tentatively such take-off periods for a number of countries 
which have passed into the stage of growth. 

The third stage is, of course, the long, fluctuating story of sustained 
economic progress. Overall capital per head increases as the economy 
matures. ‘The structure of the economy changes increasingly. The initial 
key industries, which sparked the take-off, decelerate as diminishing returns 
operate on the original set of industrial tricks and the original band of 
pioneering entrepreneurs give way to less single-minded industrial leaders 
in those sectors; but the average rate of growth is maintained by a succession 
of new, rapidly growing sectors, with a new set of pioneering leaders. The 
proportion of the population in rural pursuits declines. ‘The economy finds 
its (changing) place in the international economy. The society makes such 
terms as it will with the requirements for maximising modern and efficient 
production, balancing off, as it will, the new values against those retarding 
values which persist with deeper roots, or adapting the latter in such ways 
as to support rather than retard the growth process. ‘This sociological 


1 The author is aware of the substantial ambiguities which overhang the concept of the capital- 
output ratio and, especially, of the dangers of applying an overall aggregate measure. But since 
the arithmetic of economic growth requires some such concept, implicitly or explicitly, we had 
better refine the tool rather than abandon it. In the early stages of economic development two 
contrary forces operate on the capital-output ratio. On the one hand there is a vast requirement 
of basic overhead capital in transport, power, education, etc. Here, due mainly to the long period 
over which such investment yields its return, the apparent (short-run) capital-output ratio is high. 
On the other hand, there are generally large unexploited backlogs of known techniques and available 
natural resources to be put to work; and these backlogs make for a low capital—output ratio. 
We can assume formally a low capital—-output ratio for the take-off period because we are assuming 
that the preconditions have been created, including a good deal of social overhead capital. In 
fact, the aggregate marginal capital-output ratio is likely to be kept up during the take-off by the 
requirement of continuing large outlays for overhead items which yield their return only over long 
periods. Nevertheless, a ratio of 3-1 or 3-5-1 on average seems realistic as a rough bench-mark 
until we have learned more about capital-output ratios on a sectoral basis. 
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calculus interweaves with basic resource endowments to determine the pace 
of deceleration. 

It is with the problems and vicissitudes of such growing economies of 
the third stage (and especially with cyclical fluctuations and the threat of 


Some Tentative, Approximate Take-off Dates 








Country. | Take-off. | Country. Take-off. 
Great Britain . ; : 1783-1802 Russia. , ‘ ; 1890-1914 
France ; : : ; 1830-1860 Canada . ; : , 1896-1914 
Belgium x. . ; , 1833-1860 | Argentine * , . ‘ 1935- 
United States! . ‘ ‘ 1843-1860 Turkey * . ‘ ‘ ; 1937-- 
Germany . . . : 1850-1873 India® . » ; ‘ 1952- 
Sweden . ; ; : 1868-1890 China® . ‘ : ‘ 1952- 
Japan * : k - ; 1878-1900 

1 











1 The American take-off is here viewed as the upshot of two different periods of expansion: 
the first, that of the 1840s, marked by railway and manufacturing development, mainly confined 
to the East—this occurred while the West and South digested the extensive agricultural expansion 
of the previous decade; the second the great railway push into the Middle West during the 1850s 
marked by a heavy inflow of foreign capital. By the opening of the Civil War the American economy 
of North and West, with real momentum in its heavy-industry sector, is judged to have taken off. 

* Lacking adequate data, there is some question about the timing of the Japanese take-off. 
Some part of the post-1868 period was certainly, by the present set of definitions, devoted to firming 
up the preconditions for take-off. By 1914 the Japanese economy had certainly taken off. The 
question is whether the period from about 1878 to the Sino-Japanese War in the mid-1890s is to 
be regarded as the completion of the preconditions or as take-off. On present evidence, I incline 
to the latter view. 

3In one sense the Argentine economy began its take-off during the First World War. But by 
and large, down to the pit of the post-1929 depression, the growth of its modern sector, stimulated 
during the war, tended to slacken; and, like a good part of the Western World, the Argentine sought 
during the 1920s to return to a pre-1914 normalcy. It was not until the mid-1930s that a sustained 
take-off was inaugurated, which by and large can now be judged to have been successful despite 
the structural vicissitudes of that economy. 

4 Against the background of industrialisation measures inaugurated in the mid-1930s the Turkish 
economy has exhibited remarkable momentum in the past five years founded in the increase in 
agricultural income and productivity. It still remains to be seen whether these two surges, con- 
ducted under quite different national policies, will constitute a transition to self-sustaining growth, 
and whether Turkey can overcome its current structural problems. 

5 As noted in the text it is still too soon (for quite different reasons) to judge either the Indian or 
Chinese Communist take-off efforts successful. 


chronic unemployment) that the bulk of modern, theoretical economics is 
concerned, including much recent work on the formal properties of growth 
models. ‘Thestudent of history and of contemporary underdeveloped areas * 


? A number of so-called underdeveloped areas may have, in fact, either passed through the take- 
off process or are in the midst of it, ¢.g., Mexico, Brazil, Turkey, the Argentine and India. I would 
commend for consideration—certainly no more until the concept of take-off is disproved or verified — 
the dropping of the concept of ‘‘ underdeveloped areas ”’ and the substitution for it of a quadripartite 
distinction among economies: traditional; pretake-off; take-off; and growing. Against the 
background of this set of distinctions we might then consider systematically two separable questions 
now often confused. First, the stage of growth, as among growing economies. It is legitimate to 
regard Mexico and the United States, Great Britain and Australia, France and Japan, as growing 
tconomies, although they stand at very different points along their national growth curves, where the 
degree of progress might be measured by some kind of index of output (or capital) per head. Second, 
the foreseeable long-run potential of growing economies. Over the long pull, even after they are 
“fully developed,” the per capita output levels that different economies are likely to achieve will 
undoubtedly vary greatly, depending notably on resource endowments in relation to population. 
The arraying of levels of output per capita for different economies, now conventional, fails to dis- 
tinguish these three elements; that is, the current rate of growth; the stage of growth; and the 
foreseeable horizon for growth. 
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is more likely to be concerned with the economics of the first two stages; 
that is, the economics of the preconditions and the take-off. If we are to 
have a serious theory of economic growth or (more likely) some useful 
theories about economic growth, they must obviously seek to embrace these 
two early stages—and notably the economics of the take-off. The balance 
of this article is designed to mobilise tentatively and in a preliminary way 
what an economic historian can contribute to the economics of take-off. 


III. THe Taxke-orr DEFINED AND ISOLATED 
There are several problems of choice involved in defining the take-off 
with precision. We might begin with one arbitrary definition and consider 
briefly the two major alternatives. 
For the present purposes the take-off is defined as requiring all three of 
the following related conditions: 


(a) a rise in the rate of productive investment from (say) 5% or 
less to over 10% of national income (or net national product) ; 

(6) the development of one or more substantial manufacturing! 
sectors, with a high rate of growth; 

(c) the existence or quick emergence of a political, social and 
institutional framework which exploits the impulses to expansion in the 
modern sector and the potential external economy effects of the take-off 
and gives to growth an on-going character. 


The third condition implies a considerable capability to mobilise capital 
from domestic sources. Some take-offs have occurred with virtually no 
capital imports; ¢.g., Britain and Japan. Some take-offs have had a high 
component of foreign capital; ¢.g., the United States, Russia and Canada. 
But some countries have imported large quantities of foreign capital for 
long periods, which undoubtedly contributed to creating the preconditions 
for take-off, without actually initiating take-off; e.g., the Argentine before 
1914, Venezuela down to recent years, the Belgian Congo currently. In 
short, whatever the role of capital imports, the preconditions for take-off 
include an initial ability to mobilise domestic savings productively, as well 
as a structure which subsequently permits a high marginal rate of savings. 

This definition is designed to isolate the early stage when industrialisation 
takes hold rather than the later stage when industrialisation becomes a more 
massive and statistically more impressive phenomenon. In Britain, for 
example, there is no doubt that it was between 1815 and 1850 that indus 
trialisation fully took hold. If the criterion chosen for take-off was the 
period of most rapid overall industrial growth, or the period when large- 
scale industry matured, all our take-off dates would have to be set forward; 
Britain, for example, to 1819-48; the United States to 1868-93; Sweden 

1In this context ‘‘ manufacturing ”’ is taken to include the processing of agricultural products 
or raw materials by modern methods; ¢.g., timber in Sweden; meat in Australia; dairy products 
in Denmark. The dual requirement of a “‘ manufacturing ” sector is that its processes set in motion 


a chain of further modern sector requirements and that its expansion provides the potentiality of 
external economy effects. 
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to 1890-1920; Japan to 1900-20; Russia to 1928-40. The earlier dating 
is chosen here because it is believed, on present (often inadequate) evidence, 
that the decisive transformations (including a decisive shift in the investment 
rate) occur in the first industrial phases; and later industrial maturity can 
be directly traced back to foundations laid in these first phases. 

This definition is also designed to rule out from the take-off the quite 
substantial economic progress which can occur in an economy before a truly 
self-reinforcing growth process gets under way. British economic expansion 
between (say) 1750 and 1783, Russian economic expansion between (say) 
1861 and 1890, Canadian economic expansion between 1867 and the mid- 
1890s—such periods—for which there is an equivalent in the economic 
history of almost every growing economy—were marked by extremely 
important, even decisive, developments. The transport network expanded, 
and with it both internal and external commerce; new institutions for 
mobilising savings were developed; a class of commercial and even industrial 
entrepreneurs began to emerge; industrial enterprise on a limited scale (or 
in limited sectors) grew. And yet, however essential these pretake-off 
periods were for later development, their scale and momentum were in- 
sufficient to transform the economy radically or, in some cases, to outstrip 
population growth and to yield an increase in fer capita output. 

With a sense of the considerable violence done to economic history, I am 
here seeking to isolate a period when the scale of productive economic 
activity reaches a critical level and produces changes which lead to a massive 
and progressive structural transformation in economies and the societies of 
which they are a part, better viewed as changes in kind than merely in 
degree. 


IV. EvmeEnce ON INVESTMENT RATES IN THE TAKE-OFF 


The case for the concept of take-off hinges, in part, on quantitative 
evidence on the scale and productivity of investment in relation to popula- 
tion growth. Here, as noted earlier, we face a difficult problem; investment 
data are not now available historically for early stages in economic history. 
Following is such case as there is for regarding the shift from a productive 
investment rate of about 5% of NNP to 10% or more as central to the 
process. 


1In his important article, “‘ Economic Development with Unlimited Supplies of Labour,” 
Manchester School, May 1954, W. Arthur Lewis indicates a similar spread as defining the transition 
to economic growth: 


“* The central problem in the theory of economic development is to understand the process 
by which a community which was previously saving and investing 4 or 5% of its national 
income or less, converts itself into an economy where voluntary saving is running at about 
12-15% of national income or more. This is the central problem because the central fact of 
economic development is rapid capital accumulation (including knowledge and skills with 
capital). We cannot explain any ‘ industrial’ revolution (as the economic historians pretend 
to do) until we can explain why saving increased relatively to national income.” 


Presumably Mr. Lewis based this range on empirical observation of contemporary ‘“‘ under- 
developed ”’ areas on which some data are presented below. As in note 2, p. 28, above, it should 
be emphasised that the choice of investment proportions to symbolise the transition to growth 


hinges on the assumptions made about the rate of population increase. 
No. 261.—voOL. LXvI. D 
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1. A Prima Facie Case 
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If we take the aggregate marginal capital-output ratio for an economy 
in its early stage of economic development at 3-5-1 and if we assume, as is 
not abnormal, a population rise of 1-1-5% per annum it is clear that some- 
thing between 3-5 and 5-25°% of NNP must be regularly invested if NNP 
per capita is to be sustained. An increase of 2% per annum in NNP fer 
capita requires, under these assumptions, that something between 10-5 and 
12-5% of NNP be regularly invested. By definition and assumption, then, 
a transition from relatively stagnant to substantial, regular rise in NNP 
per capita, under typical population conditions, requires that the proportion 
of national product productively invested move from somewhere in the 


vicinity of 5° to something in the vicinity of 10%. 


2. The Swedish Case 


In the appendix to his paper on international differences in capital 
formation, cited above, Kuznets gives gross and net capital formation figures 


in relation to gross and net national product for a substantial group of 


countries where reasonably good statistical data exist. Excepting Sweden, 
these data do not go back clearly to pretake-off stages... The Swedish data 
begin in the decade 1861-70; and the Swedish take-off is to be dated from 


the latter years of the decade. 
Kuznets’ table of calculations for Sweden follows: 





Domestic GCF 


Domestic NCF | Depreciation to 





| | 
} 
Decade. | GNP (%). | NNP(%). | DGCF (%). 
1. 1861-70. | 5-8 | 3-5— | (42) 
2. 1871-80. ‘ ; 4 8-8 5:3 | (42) 
3. 1881-90 . : ; 4 10-8 | 66 (42) 
4. 1891-1900 ; ; 13-7 | 8-1 | 43-9 
5. 1901-10. 18-0 11-6 | 40-0 
6. 1911-20. | 20-2 | 13-5 38-3 
7. 1921-30. | 19-0 | 11-4 45-2 





Note (Kuznets): Based on estimates in Eric Lindahl, Einan Dahlgren and Karin Kock, National 
Income of Sweden, 1861-1930 (London: P. J. Kingston, 1937), Parts One and Two, particularly the 


details in Part Two. 
These underlying totals of capital formation exclude changes in inventories. 


While gross totals are directly from the volumes referred to above, depreciation for the first 
three decades was not given. We assumed that it formed 42% of gross domestic capital formation. 





1 The Danish data are on the margin. They begin with the decade 1870-79, probably the first 
decade of take-off itself. They show net and gross domestic capital formation rates well over 10%. 
In view of the sketch of the Danish economy presented in Kjeld Bjerke’s ‘‘ Preliminary Estimates of 
the Danish National Product from 1870-1950” (Preliminary paper mimeographed for 1953 
Conference of the International Association for Research on Income and Wealth), pp. 32-4, it seems 
likely that further research would identify the years 1830-70 as a period when the preconditions 


were actively established, 1870-1900 as a period of take-off. This view is supported by scattered and 








re 
su 


cay 


Gm Gu) Gms O58 ee Os Oe 





ymy 
iS is 
me- 
NP 
per 
and 
1en, 
INP 
tion 
the 


ital 
ures 
D of 
den, 
jata 
rom 


ational 
ly the 


e first 
ation. 





e first 
10%. 
ates of 
1953 


litions 


-d and 
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3. The Canadian Case 


The data developed by O. J. Firestone 1 for Canada indicates a similar 
transition for net capital formation in its take-off (say, 1896-1914); but 
the gross investment proportion in the period from Confederation to the 
mid-nineties was higher than appears to have marked other periods when 
the preconditions were established, possibly due to investment in the railway 
net, abnormally large for a nation of Canada’s population, and to relatively 
heavy foreign investment, even before the great capital import boom of 
the pre-1914 decade: 


Canada: Gross and Net Investment in Durable Physical Assets as Percentage of Gross 
and Net National Expenditure (for Selected Years). 








| 
| GCF | NCF Capital consump- : 
ae rns tion as percentage o 
GNP | NNP gross investment. 
1870 | 15-0 <a 56-2 
1900 | 13-1 4-0 72:5 
1920 16-6 10-6 41-3 
1929 | 23-0 12-1 53-3 
1952 | 16-8 9-3 49-7 








4. The Pattern of Contemporary Evidence in General ® 


In the years after 1945 the number of countries for which reasonably 
respectable national income (or product) data exist has grown; and with 
such data there have developed some tolerable savings and investment 





highly approximate estimates of Danish National Wealth which exhibit a remarkable surge in 
capital formation between 1864 and 1884. 


Estimates of National Wealth in Denmark 
1,000 millions 


of kroner. Source. 
1864 3:5 Falbe-Hansen, Danmarks statistik, 1885. 
1884 6: Falbe-Hansen, Danmarks statistik, 1885. 
1899 7:2 Tax-commission of 1903. 
1909 10-0 Jens Warming, Danmarks statistik, 1913. 
1927 24-0 Jens Warming, Danmarks erhvervs- or samfundsliv, 1930. 
1939 28-8 Economic expert committee of 1943, @konomiske efterkrigsproblemer, 1945. 
1950 54-5 N. Banke, N. P. Jacobsen og Vedel-Petersen, Danske erhvervsliv, 1951. 


(Furnished in correspondence by Einar Cohn and Kjeld Bjerke.) It should again be emphasised, 
however, that we are dealing with a hypothesis whose empirical foundations are still fragmentary. 

10, J. Firestone, Canada’s Economic Development, 1867-1952, with Special Reference to Changes in 
the Country’s National Product and National Wealth, paper prepared for the International Association 
for Research in Income and Wealth, 1953, to which Mr. Firestone has kindly furnished me certain 
revisions, shortly to be published. By 1900 Canada already had about 18,000 miles of railway 
line; but the territory served had been developed to a limited degree only. By 1900 Canada already 
had a net balance of foreign indebtedness over $1 billion. Although this figure was almost quad- 
tupled in the next two decades, capital imports represented an important increment to domestic 
capital sources from the period of Confederation down to the pre-1914 Canadian boom, which 
begins in the mid-1890s. 

*I am indebted to Mr. Everett Hagen for mobilising the statistical data in this section, except 
where otherwise indicated. 
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estimates for countries at different stages of the growth process. Within 
the category of nations usually grouped as “‘ underdeveloped’ one can 
distinguish four types.* 


(a) Pretake-off economies, where the apparent savings and investment 
rates, including limited net capital imports, probably come to under 
5% of net national product. In general, data for such countries are 
not satisfactory, and one’s judgment that capital formation is low must 
rest on fragmentary data and partially subjective judgment. Examples 
are Ethiopia, Kenya, Thailand, Cambodia, Afghanistan and perhaps 
Indonesia.? 

(6) Economies attempting take-off, where the apparent savings and 
investment rates, including limited net capital imports, have risen over 
5% of net national product.? For example, Mexico (1950) NCF/NDP 
7:2%; Chile (1950) NCF/NDP 9-5%; Panama (1950) NCF/NDP 
75%; Philippines (1952) NCF/NDP 6-4%; Puerto Rico (1952) 
NCF (Private)/NDP 7-6%; India (1953) NCF/NDP, perhaps about 
7%. Whether the take-off period will, in fact, be successful remains 
in most of these cases still to be seen. 

(c) Growing economies, where the apparent savings and investment 
rates, including limited net capital imports, have reached 10% or over; 
for example, Colombia (1950) NCF/NDP, 16-3%. 

(d) Enclave economies (1) cases where the apparent savings and 
investment rates, including substantial net capital imports, have reached 
10% or over, but the domestic preconditions for sustained growth have 
not been achieved. These economies, associated with major export 
industries, lack the third condition for take-off suggested above (p. 32). 
They include the Belgian Congo (1951) NCF/NDP 21-7%; Southern 


1 The percentages given are of net capital formation to net domestic product. The latter is the 
product net of depreciation of the geographic area. It includes the value of output produced in 
the area, regardless of whether the income flows abroad. Since indirect business taxes are not 
deducted, it tends to be larger than national income; hence the percentages are lower than if 
national income was used as the denominator in computing them. 

* The Office of Intelligence Research of the Department of State, Washington, D.C., gives the 
following estimated ratios of investment (presumably gross) to GNP in its Report No. 6672 of August 
25, 1954, p. 3, based on latest data available to that point, for countries which would probaly fall 
in the pretake-off category : 

% % 
Pakistan ) 


Afghanistan ‘ ; 
Indonesia . . E 5 


Ceylon . 
3 The Department of State estimates (ibid.) for economies which are either attempting take-off 
or which have, perhaps, passed into a stage of regular growth include: 


crore 


o/ o 
The Argentine ‘ , (3 Colombia {4 
Brazil . ‘ ‘ — Philippines : a. 
Chile. ‘ ‘ — Venezuela. , oe 


Venezuela has been for some time an “‘ enclave economy,” with a high investment rate concentrated 
in a modern export sector whose growth did not generate general economic momentum in the 
Venezuelan economy; but in the past few years Venezuela may have moved over into the category 
of economies experiencing an authentic take-off. 
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Rhodesia (1950) GCF/GDP 45-5%, (1952) GCF/GDP 45-4%. (2) 
Cases where net capital exports are large. For example, Burma (1938) 
NCF/NDP, 7-1%; net capital exports/NDP, 11-5%; Nigeria (1950-51) 
NCF/NDP 5-1%; net capital exports/NDP, 5-6%. 


5. The Cases of India and Communist China 


The two outstanding contemporary cases of economies attempting pur- 
posefully to take-off are India and Communist China, both operating under 
national plans. The Indian First Five Year Plan projects the growth 
process envisaged under assumptions similar to those in paragraph 1, p. 34, 
above. The Indian Planning Commission estimated investment as 5% of 
NNP in the initial year of the plan, 1950-51. Using a 3/1 marginal 
capital-output ratio, they envisaged a marginal savings rate of 20% for the 
First Five Year Plan, a 50% rate thereafter, down to 1968-69, when the 
average proportion of income invested would level off at 20% of NNP. As 
one would expect, the sectoral composition of this process is not fully worked 
out in the initial plan; but the Indian effort may well be remembered in 
economic history as the first take-off defined ex ante in national product 
terms. 

We know less of the Chinese Communist First Five Year Plan than we 
do of the concurrent Indian effort, despite the recent publication of pro- 
duction goals for some of the major sectors of the Chinese economy.’ 
Roundly, it would appear that, from a (probably) negative investment rate 
in 1949, the Chinese Communist regime had succeeded by 1952 in achieving 
a gross rate of about 12%; a net rate of about 7%. 

On arbitrary assumptions, which have a distinct upward bias, these 
figures can be projected forward for a decade yielding rates of about 20% 
gross, 17% net by 1962. 

So far as the aggregates are concerned, what we can say is that the Indian 
planned figures fall well within the range of prima facie hypothesis and 
historical experience, if India in fact fulfils the full requirements for take-off, 
notably the achievement of industrial momentum. ‘The Chinese Communist 
figures reflect accurately an attempt to force the pace of history, evident 
throughout Peking’s domestic policy, whose viability is still to be demon- 
strated. In particular, Peking’s agricultural policy may fail to produce 
the minimum structural balance required for a successful take-off, requiring 
radical revision of investment allocations and policy objectives at a later 
stage. 

We have, evidently, much still to learn about the quantitative aspects 
of this problem; and, especially, much further quantitative research and 
imaginative manipulation of historical evidence will be required before the 
hypothesis tentatively advanced here can be regarded as proved or disproved. 


1 Government of India, Planning Commission, The First Five Year Plan, 1952, Vol. I, Chapter 1. 

* These comments are based on the work of Alexander Eckstein and the author in The Prospects 
for Communist China (New York and London, 1954), Part 5, pp. 222 ff. The statistical calculations 
are the work of Mr. Eckstein. 
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What we can say is that prima facie thought and a scattering of historical and 
contemporary evidence suggests that it is not unreasonable to consider the 
take-off as including as a necessary but not sufficient condition a quantitative 
transition in the proportion of income productively invested of the kind 
indicated here. 


V. Tue INNER STRUCTURE OF THE TAKE-OFF 


Whatever the importance and virtue of viewing the take-off in aggrega- 
tive terms—embracing national output, the proportion of output invested, 
and an aggregate marginal capital—-output ratio—that approach tells us 
relatively little of what actually happens and of the causal processes at work 
in a take-off; nor is the investment-rate criterion conclusive. 

Following the definition of take-off (pp. 32-33 above), we must con- 
sider not merely how a rise in the investment rate is brought about, from 
both supply and demand perspectives, but how rapidly growing manufactur- 
ing sectors emerged and imparted their primary and secondary growth 
impulses to the economy. 

Perhaps the most important thing to be said about the behavior of these 
variables in historical cases of take-off is that they have assumed many 
different forms. There is no single pattern. The rate and productivity 
of investment can rise, and the consequences of this rise can be diffused into 
a self-reinforcing general growth process by many different technical and 
economic routes, under the egis of many different political, social and 
cultural settings, driven along by a wide variety of human motivations. 

The purpose of the following paragraphs is to suggest briefly, and by 
way of illustration only, certain elements of both uniformity and variety 
in the variables whose movement has determined the inner structure of the 
take-off. 


1. The Supply of Loanable Funds 


By and large, the loanable funds required to finance the take-off have 
come from two types of sources: from shifts in the control over income 
flows, including income-distribution changes and capital imports;? and 
from the plough-back of profits in rapidly expanding particular sectors. 

The notion of economic development occurring as the result of income 
shifts from those who will spend (hoard ? or lend) less productively to those 
who will spend (or lend) more productively is one of the oldest and most 


1 Mr. Everett Hagen has pointed out that the increase in savings may well arise from a shift in 
the propensity to save, as new and exciting horizons open up, rather than merely from a shift of 
income to groups with a higher (but static) propensity to save. He may well be right. This is, 
evidently, a matter for further investigation. 

* Hoarding can, of course, be helpful to the growth process by depressing consumption and 
freeing resources for investment if, in fact, non-hoarding persons or institutions acquire the resources 
and possess the will to expand productive investment. A direct transfer of income is, evidently, 
not required. 
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fundamental notions in economics. It is basic to the Wealth of Nations,} 
and it is applied by W. Arthur Lewis in his recent elaboration of the classical 
model.?_ Lewis builds his model in part on an expansion of the capitalist 
sector, with the bulk of additional savings arising from an enlarging pool 
of capitalist profits. 

Historically, income shifts conducive to economic development have 
assumed many forms. In Meiji Japan and also in Czarist Russia the sub- 
stitution of government bonds for the great landholders’ claim on the flow 
of rent payments lead to a highly Smithian redistribution of income into the 
hands of those with higher propensities to seek material advance and to accept 
innovations. In both cases the real value of the government bonds ex- 
changed for land depreciated; and, in general, the feudal landlords emerged 
with a less attractive arrangement than had first appeared to be offered. 
Aside from the confiscation effect, two positive impulses arose from land 
reform: the state itself used the flow of payments from peasants, now diverted 
from landlords’ hands, for activity which encouraged economic develop- 
ment; and a certain number of the more enterprising former landlords 
directly invested in commerce and industry. In contemporary India and 
China we can observe quite different degrees of income transfer by this 
route. India is relying to only a very limited extent on the elimination of 
large incomes unproductively spent by large landlords; although this 
element figures in a small way in its program. Communist China has 
systematically transferred all non-governmental pools of capital into the 
hands of the State, in a series of undisguised or barely disguised capital levies ; 
and it is drawing heavily for capital resources on the mass of middle and 
poor peasants who remain.* 

In addition to confiscatory and taxation devices, which can operate 
effectively when the State is spending more productively than the taxed 
individuals, inflation has been important to several take-offs. In Britain 
of the late 1790s, the United States of the 1850s, Japan of the 1870s there is 
no doubt that capital formation was aided by price inflation, which shifted 
resources away from consumption to profits. 

The shift of income flows into more productive hands has, of course, been 
aided historically not only by government fiscal measures but also by banks 
and capital markets. Virtually without exception, the take-off periods 
have been marked by the extension of banking institutions which expanded 
the supply of working capital; and in most cases also by an expansion in the 
range of long-range financing done by a central, formally organised, capital 
market. 

Although these familiar capital-supply functions of the State and private 
institutions have been important to the take-off, it is likely to prove the case, 


‘ 


1See, especially, Smith’s observations on the “ perversion’ of wealth by “ prodigality ”°— 


that is, unproductive consumption expenditures—and on the virtues of “* parsimony ”’ which 
transfers income to those who will increase “‘ the fund which is destined for the maintenance of 
productive hands.” Routledge edition, London, 1890, pp. 259-60. 

* Op. cit., especially pp. 156-9. 

3 Prospects for Communist China, Part 4. 
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on close examination, that a necessary condition for take-off was the exist- 
ence of one or more rapidly growing sectors whose entrepreneurs (private 
or public) ploughed back into new capacity a very high proportion of profits. 
Put another way, the demand side of the investment process,frather than the 
supply of loanable funds, may be the decisive element in the take-off, as 
opposed to the period of creating the preconditions, or of sustaining growth 
once it is under way. The distinction is, historically, sometimes difficult to 
make, notably when the State simultaneously acts both to mobilise supplies 
of finance and to undertake major entrepreneurial acts. There are, never- 
theless, periods in economic history when quite substantial improvements in 
the machinery of capital supply do not, in themselves, initiate a take-off, but 
fall within the period when the preconditions are created: ¢.g., British 
banking developments in the century before 1783; Russian banking develop- 
ments before 1890, etc. 

One extremely important version of the plough-back process has taken 
place through foreign trade. Developing economies have created from their 
natural resources major export industries; and the rapid expansion in 
exports has been used to finance the import of capital equipment and to 
service the foreign debt during the take-off. United States, Russian and 
Canadian grain fulfilled this function, Swedish timber and pulp, Japanese 
silk, etc. Currently Chinese exports to the Communist Bloc, wrung at 
great administrative and human cost from the agricultural sector, play this 
decisive role. It should be noted that the development of such export 
sectors has not in itself guaranteed accelerated capital formation. Enlarged 
foreign-exchange proceeds have been used in many familiar cases to finance 
hoards (as in the famous case of Indian bullion imports) or unproductive 
consumption outlays. 

It should be noted that one possible mechanism for inducing a high rate 
of plough-back into productive investment is a rapid expansion in the effec- 
tive demand for domestically manufactured consumers’ goods, which would 
direct into the hands of vigorous entrepreneurs an increasing proportion of 
income flows under circumstances which would lead them to expand their 
own capacity and to increase their requirements for industrial raw materials, 
semi-manufactured products and manufactured components. 

A final element in the supply of loanable funds is, of course, capital 
imports. Foreign capital has played a major role in the take-off stage of 
many economies: ¢.g., the United States, Russia, Sweden, Canada. The 
cases of Britain and Japan indicate, however, that it cannot be regarded as 
an essential condition. Foreign capital was notably useful when the con- 
struction of railways or other large overhead capital items with a long period 
of gestation, played an important role in the take-off. After all, whatever 
its strategic role, the proportion of investment required for growth which 
goes into industry is relatively small compared to that required for utilities, 
transport and the housing of enlarged urban populations. And foreign 
capital can be mightily useful in helping carry the burden of these overhead 
items either directly or indirectly. 
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What can we say, in general, then, about the supply of finance during 
the take-off period? First, as a precondition, it appears necessary that the 
community’s surplus above the mass-consumption level does not flow into 
the hands of those who will sterilise it by hoarding, luxury consumption or 
low-productivity investment outlays. Second, as a precondition, it appears 
necessary that institutions be developed which provide cheap and adequate 
working capital. Third, as a necessary condition, it appears that one or 
more sectors of the economy must grow rapidly, inducing a more general 
industrialisation process; and that the entrepreneurs in such sectors plough 
back a substantial proportion of their profits in further productive investment, 
one possible and recurrent version of the plough-back process being the 
investment of proceeds from a rapidly growing export sector. 

The devices, confiscatory and fiscal, for ensuring the first and second 
preconditions have been historically various. And, as indicated below, the 
types of leading manufacturing sectors which have served to initiate the take- 
off have varied greatly. Finally, foreign capital flows have, in significant 
cases, proved extremely important to the take-off, notably when lumpy 
overhead capital construction of long gestation period was required; but 
take-offs have also occurred based almost wholly on domestic sources of 
finance. 


2. The Sources of Entrepreneurship 


It is evident that the take-off requires the existence and the successful 
activity of some group in the society which accepts borrowers’ risk, when such 
tisk is so defined as to include the propensity to accept innovations. As 
noted above, the problem of entrepreneurship in the take-off has not 
been profound in a limited group of wealthy agricultural nations whose 
populations derived by emigration mainly from north-western Europe. 
There the problem of take-off was primarily economic; and when economic 
incentives for industrialisation emerged commercial and banking groups 
moved over easily into industrial entrepreneurship. In many other coun- 
tries, however, the development of adequate entrepreneurship was a more 
searching social process. 

Under some human motivation or other, a group must come to perceive 
it to be both possible and good to undertake acts of capital investment; and, 
for their efforts to be tolerably successful, they must act with approximate 
rationality in selecting the directions toward which their enterprise is 
directed. They must not only produce growth but tolerably balanced 
growth. We cannot quite say that it is necessary for them to act as if they 
were trying to maximise profit; for the criteria for private profit maximisa- 
tion do not necessarily converge with the criteria for an optimum rate and 
pattern of growth in various sectors! But in a growing economy, over 

1 For a brief discussion of this point see the author’s ‘* Trends in the Allocation of Resources in 
Secular Growth,” Chapter 15, Economic Progress, ed. Leon H. Dupriez, with the assistance of Douglas 
C. Hague (Louvain, 1955), pp. 378-9. For a more complete discussion see W. Fellner, ‘‘ Indivi- 
dual Investment Projects in Growing Economies ’’ (mimeographed), paper presented to the Center 


for International Studies Social Science Research Council Conference on Economic Growth, 
October 1954, Cambridge, Massachusetts. 
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periods longer than the business cycle, economic history is reasonably tolerant 
of deviations from rationality, in the sense that excess capacity is finally put 
to productive use. Leaving aside the question of ultimate human motiva- 
tion, and assuming that the major overhead items are generated, if necessary, 
by some form of state initiative (including subsidy), we can say as a first 
approximation that some group must successfully emerge which behaves as 
if it were moved by the profit motive, in a dynamic economy with changing 
production functions; although risk being the slippery variable, it is under 
such assumptions Keynes’ dictum should be borne in mind: ‘“‘ If human 
nature felt no temptation to take a chance, no satisfaction (profit apart) in 
constructing a factory, a railway, a mine or a farm, there might not be much 
investment merely as a result of cold calculation.” + 

In this connection it is increasingly conventional for economists to pay 
their respects to the Protestant ethic.2, The historian should not be ungrate- 
ful for this light on the grey horizon of formal growth models. But the 
known cases of economic growth which theory must seek to explain take us 
beyond the orbit of Protestantism. In a world where Samurai, Parsees, 
Jews, North Italians, Turkish, Russian, and Chinese Civil Servants (as well 
as Huguenots, Scotsmen and British North-countrymen) have played the 
role of a leading élite in economic growth John Calvin should not be made 
to bear quite this weight. More fundamentally, allusion to a positive scale 
of religious or other values conducive to profit-maximising activities is an 
insufficient sociological basis for this important phenomenon. What 
appears to be required for the emergence of such élites is not merely an appro- 
priate value system but two further conditions: first, the new élite must feel 
itself denied the conventional routes to prestige and power by the traditional 
less acquisitive society of which it is a part; second, the traditional 
society must be sufficiently flexible (or weak) to permit its members to seek 
material advance (or political power) as a route upwards alternative to 
conformity. 

Although an élite entrepreneurial class appears to be required for take-off, 
with significant power over aggregate income flows and industrial investment 
decisions, most take-offs have been preceded or accompanied by radical 
change in agricultural techniques and market organisation. By and large 
the agricultural entrepreneur has been the individual land-owning farmer. 
A requirement for take-off is, therefore, a class of farmers willing and able to 
respond to the possibilities opened up for them by new techniques, land- 
holding arrangements, transport facilities, and forms of market and credit 
organisation. A small purposeful élite can go a long way in initiating 
economic growth; but, especially in agriculture (and to some extent in the 
industrial working force), a wider-based revolution in outlook must come 
about.’ 

1 General Theory, p. 150. 

2 See, for example, N. Kaldor, ‘‘ Economic Growth and Cyclical Fluctuations,” Economic 
Journat, March 1954, p. 67. 


3 Like the population question, agriculture is mainly excluded from this analysis, which considers 
the take-off rather than the whole development process. Nevertheless, it should be noted that, as 
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Whatever further empirical research may reveal about the motives which 
have led men to undertake the constructive entrepreneurial acts of the take- 
off period, this much appears sure: these motives have varied greatly, from 
one society to another; and they have rarely, if ever, been motives of an 
unmixed material character. 


3. Leading Sectors in the Take-off 


The author has presented elsewhere the notion that the overall rate of 
growth of an economy must be regarded in the first instance as the con- 
sequence of differing growth rates in particular sectors of the economy, 
such sectoral growth rates being in part derived from certain overall demand 
parameters (e¢.g., population, consumers’ income, tastes, etc.), in part from 
the primary and secondary effects of changing supply factors, when these 
are effectively exploited.* 

On this view the sectors of an economy may be grouped in three cate- 
gories : 


(a) Primary growth sectors, where possibilities for innovation or for 
the exploitation of newly profitable or hitherto unexplored resources 
yield a high growth rate and set in motion expansionary forces elsewhere 
in the economy. 

(b) Supplementary growth sectors, where rapid advance occurs in direct 
response to—or as a requirement of—advance in the primary growth 
sectors; ¢.g., coal, iron and engineering in relation to railroads. These 
sectors may have to be tracked many stages back into the economy, as 
the Leontief input-output models would suggest. 

(c) Derived growth sectors, where advance occurs in some fairly steady 
relation to the growth of total real income, population, industrial pro- 
duction or some other overall, modestly increasing parameter. Food 
output in relation to population, housing in relation to family formation 
are classic derived relations of this order. 


Very roughly speaking, primary and supplementary growth sectors 
derive their high momentum essentially from the introduction and diffusion 
of changes in the cost-supply environment (in turn, of course, partially 
influenced by demand changes); while the derived-growth sectors are 





a matter of history, agricultural revolutions have generally preceded or accompanied the take-off. 
In theory we can envisage a take-off which did not require a radical improvement in agricultural 
productivity: if, for example, the growth and productivity of the industrial sector permitted a 
withering away of traditional agriculture and a substitution for it of imports. In fact, agricultural 
revolutions have been required to permit rapidly growing (and urbanising) populations to be fed 
without exhausting foreign exchange resources in food imports or creating excessive hunger in the 
tural sector; and as noted at several points in this argument, agricultural revolutions have in fact 
played an essential and positive role, not merely by both releasing workers to the cities, and feeding 
them, but also by earning foreign exchange for general capital-formation purposes. 

1 Process of Economic Growth, Chapter 4, especially pp. 97-102; and, in greater detail, ‘ ‘Trends 
in the Allocation of Resources in Secular Growth,” see above, p. 41, n. 1. 
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linked essentially to changes in demand (while subject also to continuing 
changes in production functions of a less dramatic character). 

At any period of time it appears to be true even in a mature and growing 
economy that forward momentum is maintained as the result of rapid expan- 
sion in a limited number of primary sectors, whose expansion has significant 
external economy and other secondary effects. From this perspective the 
behaviour of sectors during the take-off is merely a special version of the 
growth process in general; or, put another way, growth proceeds by repeat- 
ing endlessly, in different patterns, with different leadings sectors, the ex- 
perience of the take-off. Like the take-off, long-term growth requires that 
the society not only generate vast quantities of capital for depreciation and 
maintenance, for housing and for a balanced complement of utilities and 
other overheads, but also a sequence of highly productive primary sectors, 
growing rapidly, based on new production functions. Only thus has the 
aggregate marginal capital-output ratio been kept low. 

Once again history is full of variety: a considerable array of sectors 
appears to have played this key role in the take-off process. 

The development of a cotton-textile industry sufficient to meet domestic 
requirements has not generally imparted a sufficient impulse in itself to 
launch a self-sustaining growth process. The development of modern 
cotton-textile industries in substitution for imports has, more typically, 
marked the pretake-off period, as for example in India, China and Mexico. 

There is, however, the famous exception of Britain’s industrial revolution. 
Baines’ table on raw-cotton imports and his comment on it are worth quot- 
ing, covering as they do the original leading sector in the first take-off: } 


Rate of Increase in the Import of Cotton-wool, in Periods of Ten Years From 1741-1831. 














%- %- 
1741-1751 81 1791-1801 674 
1751-1761 214 1801-1811 394 
1761-1771 254 1811-1821 93 
1771-1781 | 753 1821-1831 85 
1781-1791 | 3194 





From 1697 to 1741, the increase was trifling: between 1741 and 1751 the manufacture, though 
still insignificant in extent, made a considerable spring: during the next twenty years, the increase 
was moderate: from 1771 to 1781, owing to the invention of the jenny and the water-frame, a 
rapid increase took place: in the ten years from 1781 to 1791, being those which immediately 
followed the invention of the mule and the expiration of Arkwrights’ s patent, the rate of advance- 
ment was prodigiously accelerated, being nearly 320%: and from that time to the present, and 

especially since the close of the war, the increase, though considerably moderated, has been rapid 
and steady far beyond all precedent in any other “manufacture. 


Why did the development of a modern factory system in cotton textiles 
lead on in Britain to a self-sustaining growth process, whereas it failed to 
do so in other cases? Part of the answer lies in the fact that, by the late 
eighteenth century, the preconditions for take-off in Britain were very fully 
developed. Progress in textiles, coal, iron and even steam power had been 


1E. Baines, History of the Cotton Manufacture (London, 1835), p. 348. 
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considerable through the eighteenth century; and the social and institutional 
environment was propitious. But two further technical elements helped 
determine the upshot. First, the British cotton-textile industry was large in 
relation to the total size of the economy. From its modern beginnings, but 
notably from the 1780s forward, a very high proportion of total cotton- 
textile output was directed abroad, reaching 60% by the 1820s.1_ The evolu- 
tion of this industry was a more massive fact, with wider secondary repercus- 
sions, than if it were simply supplying the domestic market. Industrial 
enterprise on this scale had secondary reactions on the development of urban 
areas, the demand for coal, iron and machinery, the demand for working 
capital and ultimately the demand for cheap transport, which powerfully 
stimulated industrial development in other directions.* 

Second, a source of effective demand for rapid expansion in British 
cotton textiles was supplied, in the first instance, by the sharp reduction in 
real costs and prices which accompanied the technological developments in 
manufacture and the cheapening real cost of raw cotton induced by the 
cotton gin. In this Britain had an advantage not enjoyed by those who 
came later; for they merely substituted domestic for foreign-manufactured 
cotton textiles. The substitution undoubtedly had important secondary 
effects by introducing a modern industrial sector and releasing in net a pool 
of foreign exchange for other purposes; but there was no sharp fall in the 
real cost of acquiring cotton textiles and no equivalent lift in real income. 

The introduction of the railroad has been historically the most powerful 
single initiator of take-offs.* It was decisive in the United States, Germany 
and Russia; it has played an extremely important part in the Swedish, 
Japanese and other cases. The railroad has had three major kinds of impact 
on economic growth during the take-off period. First, it has lowered inter- 
nal transport costs, brought new areas and products into commercial markets 
and, in general, performed the Smithian function of widening the market. 
Second, it has been a prerequisite in many cases to the development of a 
major new and rapidly enlarging export sector which, in turn, has served 
to generate capital for internal development; as, for example, the American 
railroads of the 1850s, the Russian and Canadian railways before 1914. 
Third, and perhaps most important for the take-off itself, the development 
of railways has led on to the development of modern coal, iron and engineer- 
ing industries. In many countries the growth of modern basic industrial 
sectors can be traced in the most direct way to the requirements for building 


1 The volume (official value) of British cotton goods exports rose from £355,060 in 1780 to 
£7,624,505 in 1802 (Baines, op. cit., p. 350). See also the calculation of R. C. O. Matthews, 
A Study in Trade Cycle History (Cambridge, 1954), pp. 127-9. 

* If we are prepared to treat New England of the first half of the nineteenth century as a separ- 
able economy, its take-off into sustained growth can be allocated to the period, roughly, 1820-50 
and, again, a disproportionately large cotton-textile industry based substantially on exports (that 
is, from New England to the rest of the United States) is the regional foundation for sustained 
growth. 

* For a detailed analysis of the routes of impact of the railroad on economic development see 
Paul H. Cootner, Transport Innovation and Economic Development : The Case of the U.S. Steam Railroads, 
1953, unpublished doctoral thesis, M.I.T. 
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and, especially, for maintaining substantial railway systems. When a 
society has developed deeper institutional, social and political prerequisites 
for take-off, the rapid growth of a railway system with these powerful triple 
effects has often served to lift it into self-sustaining growth. Where the 
prerequisities have not existed, however, very substantial railway building 
has failed to initiate a take-off, as, for example, in India, China, pre-1895 
Canada, pre-1914 Argentine, etc. 

It is clear that an enlargement and modernisation of Armed Forces could 
play the role of a leading sector in take-off. It was a factor in the Russian, 
Japanese and German take-offs; and it figures heavily in current Chinese 
Communist plans. But historically the role of modern armaments has been 
ancillary rather than central to the take-off. 

Quite aside from their role in supplying foreign exchange for general capital- 
formation purposes, raw materials and foodstuffs can play the role of leading 
sectors in the take-off if they involve the application of modern processing 
techniques. The timber industry, built on the steam saw, fulfilled this 
function in the first phase of Sweden’s take-off, to be followed shortly by the 
pulp industry. Similarly, the shift of Denmark to meat and dairy products, 
after 1873, appears to have reinforced the development of a manufacturing 
sector in the economy, as well as providing a major source of foreign exchange. 
And as Lockwood notes, even the export of Japanese silk thread had impor- 
tant secondary effects which developed modern production techniques." 


“To satisfy the demands of American weaving and hosiery mills 
for uniform, high-grade yarn, however, it was necessary to improve the 
quality of the product, from the silkworm egg on through to the bale 
of silk. In sericulture this meant the introduction of scientific methods 
of breeding and disease control; in reeling it stimulated the shift to 
large filatures equipped with machinery; in marketing it led to large- 
scale organization in the collection and sale of cocoons and raw silk 

. It exerted steady pressure in favor of the application of science, 
machinery, and modern business enterprise.”’ 


The role of leading sector has been assumed, finally, by the accelerated 
development of domestic manufacture of consumption goods over a wide 
range in substitution for imports, as, for example, in Australia, the Argentine 
and perhaps in contemporary Turkey. 

What can we say, then, in general about these leading sectors? His- 
torically, they have ranged from cotton textiles, through heavy-industry 
complexes based on railroads and military end products, to timber, pulp, 
dairy products and finally a wide variety of consumers’ goods. There is, 
clearly, no one sectoral sequence for take-off, no single sector which con- 
stitutes the magic key. There is no need for a growing society to recapitulate 
the structural sequence and pattern of Britain, the United States or Russia. 
Four basic factors must be present: 


1. There must be enlarged effective demand for the product or 
products of sectors which yield a foundation for a rapid rate of growth 


1 W, W, Lockwood, The Economic Development of Japan (Princeton, 1954), pp. 338-9. 
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in output. Historically this has been brought about initially by the 
transfer of income from consumption or hoarding to productive invest- 
ment; by capital imports; by a sharp increase in the productivity of 
current investment inputs, yielding an increase in consumers’ real 
income expended on domestic manufactures; or by a combination of 
these routes. 

2. There must be an introduction into these sectors of new produc- 
tion functions as well as an expansion of capacity. 

3. The society must be capable of generating capital initially re- 
quired to detonate the take-off in these key sectors; and especially, 
there must be a high rate of plough-back by the (private or state) 
entrepreneurs controlling capacity and technique in these sectors and 
in the supplementary growth sectors they stimulated to expand. 

4. Finally, the leading sector or sectors must be such that their 
expansion and technical transformation induce a chain of Leontief 
input-output requirements for increased capacity and the potentiality 
for new production functions in other sectors, to which the society, in 
fact, progressively responds. 


VI. ConcLusIon 


This hypothesis is, then, a return to a rather old-fashioned way of looking 
at economic development. The take-off is defined as an industrial revolu- 
tion, tied directly to radical changes in methods of production, having their 
decisive consequence over a relatively short period of time. 

This view would not deny the role of longer, slower changes in the whole 
process of economic growth. On the contrary, take-off requires a massive 
set of preconditions going to the heart of a society’s economic organisation 
and its effective scale of values. Moreover, for the take-off to be successful, 
it must lead on progressively to sustained growth; and this implies further 
deep and often slow-moving changes in the economy and the society as a 
whole. 

What this argument does assert is that the rapid growth of one or more 
new manufacturing sectors is a powerful and essential engine of economic 
transformation. Its power derives from the multiplicity of its forms of 
impact, when a society is prepared to respond positively to this impact. 
Growth in such sectors, with new production functions of high productivity, 
in itself tends to raise output per head; it places incomes in the hands of 
men who will not merely save a high proportion of an expanding income but 
who will plough it into highly productive investment; it sets up a chain of 
effective demand for other manufactured products; it sets up a requirement 
for enlarged urban areas, whose capital costs may be high, but whose popula- 
tion and market organisation help to make industrialisation an on-going 
process; and, finally, it opens up a range of external economy effects which, 
in the end, help to produce new leading sectors when the initial impulse of 
the take-off’s leading sectors begins to wane. 
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We can observe in history and in the contemporary world important 
changes in production functions in non-manufacturing sectors which have 
powerful effects on whole societies. If natural resources are rich enough 
or the new agricultural tricks are productive enough such changes can even 
outstrip population growth and yield a rise in real output per head. More- 
over, they may be a necessary prior condition for take-off or a necessary 
concomitant for take-off. Nothing in this analysis should be read as 
deprecating the importance of productivity changes in agriculture to the 
whole process of economic growth. But in the end take-off requires that a 
society find a way to apply effectively to its own peculiar resources what 
D. H. Robertson once called the tricks of manufacture; and continued 
growth requires that it so organise itself as to continue to apply them in an 
unending flow, of changing composition. Only thus, as we have all been 
correctly taught, can that old demon, diminishing returns, be held at bay, 

W. W. Rostow 


M.LT., 
Cambridge, Mass. 
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THE ACCELERATOR AND THE OVERINVESTMENT 
AND UNDERCONSUMPTION MODELS? 


TRADITIONAL pre-Keynesian business-cycle theory emphasised two 
principal types of theories to account for the upper turning point: the over- 
investment theories, on the one hand, and the underconsumption theories, 
on the other. Although Professor Haberler’s Prosperity and Depression, com- 
pleted in 1935, surveys a number of cycle theories which might not be con- 
sidered to fall under one or the other of these headings, it remains true that 
these were the basic interpretations of cyclical downturns. These theories 
could both be expressed in terms of the neo-Wicksellian saving-investment 
framework, but because of the difficulties involved in literary exposition, it 
was sometimes difficult to obtain an articulate impression of their essential 
properties. Both types of explanation gave as the proximate cause of the 
downturn the failure of the economy to sustain investment. 

The Keynesian episode led to substantial progress in the analysis of the 
determinants of aggregate demand. Most of what might be considered an 
advance, however, related to consumption behaviour. The General Theory 
had little to add regarding investment behaviour, and thus made few contri- 
butions to this central problem of cyclical fluctuations. As in the traditional 
body of business-cycle theory, investment was said to be determined by the 
marginal efficiency of investment function, on the one hand, and the interest 
rate, on the other. This, of course, was merely a tautological statement 
derived from the long-run profit-maximisation axiom. However, Keynes 
did lay stress on the forward-looking nature of investment decisions. Thus, 
it was principally through changes in profit expectations and consequently in 
investment that the multiplied changes in the level of activity were brought 
about. But the formal apparatus never explained what profit expectations 
were geared.to. They appeared to float in an ether. 

The acceleration principle appeared quite early in the history of business- 
cycle theory,” but for the most part is was utilised in the explanation of the 
demand for particular types or classes of products. Only Frisch * had used 
it in a true macro-economic sense. In spite of the fact that Keynesian 
economics had very little to contribute specifically concerning the determin- 
ants of the inducement to invest, it did provide the multiplier principle via 


1 I am indebted to Professor William Fellner of Yale University and my colleague Professor 
Fred Weston for reading earlier drafts of some of the materials appearing in this paper. Many 
helpful suggestions were provided by my colleague Professor Karl Brunner in connection with 
certain theoretical issues. 

2 Albert Aftalion was apparently one of the first to deal with the acceleration principle. 

3 E.g., the demand for railroad equipment, housing, etc. 

‘ R. Frisch, ‘‘ Propagation Problems and Impulse Problems in Dynamic Economics,” Economic 
Essays in Honor of Gustav Cassel (London: George Allen and Unwin, 1933). 

No. 261.—voL. LXxvI. r 
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the consumption function. Given fluctuations in investment, the multiplier 
process told us that they might be built into even greater fluctuations in 
income. Harrod was quick to see the possibilities of a closed macrodynamic 
system capable of generating cyclical fluctuations. He immediately com- 
bined the accelerator and the multiplier.1 It remained for Samuelson to 
give this theory of cyclical fluctuations a formal mathematical presentation.? 
The latest variant of this economic model is that recently proposed by Hicks. 
One of the most interesting aspects of his theory is that it is implicitly of the 
overinvestment variety. Moreover, Harrod in his original formulation 
stressed what amounted to an underconsumption explanation of the upper 
turning point, although he recognised other possibilities. Thus it would 
appear that despite post-Keynesian developments, the earlier ideas remain 
of substantial significance. 

Many economists have not been very enthusiastic about the acceleration 
principle as a theory of investment. For one thing, it was thought neces- 
sarily to relate the inducement to invest only to aggregate consumer demand, 
and consequently to involve an underconsumption bias. Furthermore, a 
number of qualifications which were usually considered in the literal dis- 
cussions of the accelerator tended to be overlooked when it appeared in a 
formal model. Hicks and others have recently made substantial progress 
in making some of the necessary amendments to the acceleration hypothesis 
in pure form so as to make it more acceptable as a basis for explaining 
investment decisions. 

We propose here to show that the accelerator is consistent with either 
the overinvestment or the underconsumption explanation of upper turning 
points when properly amended. As representative of the most modern 
views, the Hicksian cyclical framework will be examined in terms of these 
traditional alternative explanations of cyclical downturns. As a prerequisite, 
we will consider briefly some of the recent modifications of the acceleration 
hypothesis that have been suggested with a view to removing some of its 
obvious deficiencies as a short-run theory of induced investment. We turn 
first to a consideration of the essential basis of the theory of acceleration. 


THE TECHNOLOGICAL FOUNDATIONS OF THE ACCELERATOR 


The acceleration principle is rooted in capital and production theory. 
The basic reasoning underlying it relates more to a supply proposition than 
to a demand proposition. Going back to the basic nature of capital, it gives 


1 R. F. Harrod, The Trade Cycle (Oxford: The Clarendon Press, 1936). 

2 Paul A. Samuelson, “‘ A Synthesis of the Principle of Acceleration and the Multiplier,”’ Journal 
of Political Economy, XLII (1939), 786-97, and ‘‘ Interactions between the Multiplier Analysis and 
the Principle of Acceleration,” Review of Economic Statistics, XXI (1939), 75-8. Harrod’s version, 
however, implies a non-linear system, although he did not have an explicit mathematical formula- 
tion. Samuelson employs a mathematical model which leads to a linear difference equation. 

3 J. R. Hicks, A Contribution to the Theory of the Trade Cycle (Oxford: The Clarendon Press, 1950), 
and related literature cited below. 
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recognition to the fact that in modern industrial communities the flow of 
products is secured by processes which utilise a substantial flow of capital 
services. ‘The foundation of the accelerator is concerned in general with the 
technical relationship between a flow of output, on the one hand, and a stock 
from which capital services are derived, on the other. This theory in pure 
form implies that for every rate of output per unit of time there is a unique 
corresponding equilibrium capital stock which will yield the requisite capital 
services per unit of time needed to produce the output flow. More specific- 
ally, the ratio of output to capital is assumed to remain fixed.1 Thus an 
expansion in the product output flow can be accomplished only by a pro- 
portionate increase in the capital-service input flow, which in turn implies a 
proportionately larger capital stock. The latter reflects the assumption that 
the capital services flowing per unit of time are proportionate to the size of 
the real capital stock. 

Two issues arise at the outset as to the relevance of this hypothesis in the 
economic environment. Let us consider these briefly under the assumption 
that the economy possesses the properties of a single product firm on the 
supply side in order to define away the aggregation problem. In this mono- 
product economy the single product produced by the firm may be used either 
for consumption or investment. 

First, given the techniques of production and organisation, what condi- 
tions must be fulfilled in order that the ratio of output to capital remain 
unchanged as output increases? To posit that this ratio remains unchanged 
under these circumstances suggests either that relative factor prices, including 
the interest rate, remain unchanged or that the properties of the production 
function are such that the technical coefficients of production with respect 
to both capital and labour areinvariant. Even ifthe relative prices of capital 
and labour services remained unchanged with an expansion of physical output, 
it would be necessary to have a linear homogeneous production function for 
the ratio of output to capital to remain constant. Thus it seems unlikely 
that the assumption of potentially variable proportions between capital and 
labour can be considered to be consistent with the specified circumstances. 
The alternative assumption of fixed capital and labour coefficients ? seems 
more reasonable on a priori grounds if one is to logically account for the 
fixed output—capital ratio. 

Second, allowing for technical progress, what form may technical innova- 
tions take and yet leave the ratio of output to capital unchanged? The 
answer apparently is that innovations must neither be capital-saving nor 
capital-using.? That is, technical innovations must not change the capital 
coefficient, even though the labour coefficient is reduced. 

The rigid technological formulation cited above, which is in the nature of 
asupply proposition, is then transformed into a demand proposition relating 


1 Formally, however, the condition that need be imposed is somewhat less stringent than this. 
See below, p. 52, note 2. 
® J.e., the capital-service input per unit of output and the labour-service input per unit of output. 
3 J.e., must not change the capital-service input per unit of output. 
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to the demand for investment goods. This is done as follows: The trun- 
cated ! production function 


(1) X=8K 


makes output, X, proportional to the size of the capital stock, XK. Taking 
the inverse of this function gives the capital demand function, 


(2) K =X 


namely, the capital stock considered proportional to output, where the 
average capital coefficient, « = 1/5. Finally, taking the derivative of the 
latter function with respect to time gives the investment function, 


(3) I=K=eX 


Thus we have the acceleration hypothesis: Net investment, I, is equal to the 
marginal capital coefficient, «, multiplied by the time-rate of change in the level of output, 

2. Therefore, from statements about the relationship between the capital 
stock and productive capacity is derived a theory of the inducement to 
invest. 


Tue ACCELERATOR AND THE INDUCEMENT TO INVEST 


The capital and production theory foundations of the accelerator leave 
much to be desired when one attempts to erect upon them a theory of invest- 
ment. This is particularly true when one is concerned with the explanation 
of investment behaviour in the cyclical short run.? Most of the recent amend- 
ments to the acceleration principle in pure form are attempts to remove some 
of the deficiencies implicit in these foundations. 

It is conventional in present-day business-cycle analysis to distinguish 
between autonomous investment and induced investment. Profit expecta- 
tions, of course, constitute the motivation underlying both types of invest- 
ment. Autonomous investment is that part of total net investment which is 
dependent on technical innovation as well as product innovation.* Thus if 
the acceleration principle is used, it is intended to explain only investment of 
the induced variety. This treatment of the two types of investment calls for 
an amendment in the formulation derived above. Now one must define a 

1 Truncated in the sense that the economic variables representing other factor inputs have been 
suppressed. Thus, in more general terms we might have the production function X¥ = X(K, £), 
where X = output, X = the capital stock and E = the labour-service input. 

2 Of course, it is not a necessary condition for the marginal capital coefficient to be constant 
that the average capital coefficient also be constant. Ifthe capital demand function (and truncated 
production function) was a linear relation, the marginal capital coefficient would be constant with 
a rise in output, even though the average capital coefficient would be changing. This possibility 
is not considered here because it is difficult to conceive of such a functional form in terms of economic 
behaviour. Moreover, it is conventional to define capital widening and capital deepening (or 
shallowing) with respect to K/X rather than dK/dX as output rises. Cf. R.G. Hawtrey, Capital and 
Employment (London: Longmans, Green, 1937), pp. 35f. However, the circumstance mentioned 
may be of importance in empirical work. 

% Our discussion pertains to investment empirically classified as 
expenditures. 

* An innovation may be defined from the point of view of the firm as the setting up of a new 
production function which increases the maximum expected present value of the firm. 
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new acceleration coefficient, 8, the numerical value of which will always be 
smaller than the marginal capital coefficient, «. Since any investment in the 
cyclical short run associated with new production functions is classified as of 
the autonomous variety from a motivational standpoint, the accelerator as a 
behaviour parameter is concerned only with capital widening premised on a 
rise in output. Of course, all investment, whether autonomous or induced, 
will possess some productivity ex post—that is, after it has become part of the 
capital structure of the economy. But this is a matter quite apart from that 
with which the accelerator purports to deal. The acceleration principle is 
concerned with the explanation of one component of aggregate demand, 
namely, investment. It does not deal explicitly with the implications of 
investment for the growth of productive capacity of the system. This is true 
despite the fact that the basic reasoning behind the accelerator does relate to 
production theory. ‘Typically, contemporary theories of employment and 
business cycles have no formally specified aggregate supply side. It has been 
this deficiency in part which has led to the recent interest in progressive 
equilibrium. However, the latter treatment of economic growth is very 
arbitrary in character and does not consider, even in a logical way, the 
aggregate supply side of the economy.? This aspect of macro-economics is 
beyond the scope of our present interest. We conclude, then, that if autono- 
mous investment, A, is taken account of separately, net induced investment, I, is 
equal to the acceleration coefficient, 8, multiplied by the time-rate of change in the level 
of output, X. Consequently, the induced investment function takes the form 

(4) I= 6X 

Three major amendments to the acceleration principle in pure form are 
now generally recognised as essential if it is to be used as an explanation of 
investment behaviour in the cyclical short run. First, it is obvious that the 
accelerator cannot continue to induce investment once full employment is 
achieved. As a matter of fact, it is apt to work with less than full effective- 
ness as real resource scarcities make themselves apparent in the upswing of the 
business cycle.* The existence of monetary scarcities will have a similar effect.5 


1 To the extent that new production functions involve different capital-output ratios than the 
old ones, the acceleration coefficient will change in a secular sense, as further investment is induced 
subsequently in firms utilising the more capital-intensive production processes. 

* See the present writer’s “‘ Capital Theory and Progressive Equilibrium,” American Economic 
Review, XLI (1951), 145-56, for a discussion of these matters. 

% Let C = C(X) be the consumption function, where C = consumption. Then using symbols 
previously introduced, we also have J = BX as the investment function and X¥ = C+ J. Auto- 
nomous investment is neglected here for purposes of simplicity. Now if the - production function is 
X= X(K, E), then the ceiling or full-employment output, X, is defined by X = X(K, E), where E 
is full employment. Also C = C(X), where C = consumption corresponding to ¥. 7] = ¥ —C 
= investment corresponding to X. Consequently, the accelerator holds only when J < J. 7 is 
the maximum investment that is possible. The alternative possibility of a constraint on consumption 
is neglected. It will be noted that both the full-employment output and investment ceilings are 
endogenously determined in part. 

* Richard M. Goodwin, ‘‘ The Non-linear Accelerator and the Persistence of Business Cycles,” 
Econometrica, XIX (1951), 1-17; Hicks, op. cit., pp. 96-8. 

5 S.C. Tsiang, “‘ Accelerator, Theory of the Firm and the Business Cycle,” Quarterly Journal of 
Economics, LXV (1951), 324-41. 
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Second, since gross investment can never be negative, the degree to which 
the accelerator can bring about negative induced investment in the down- 
swing of the business cycle is limited.1_ Consequently, if the fall in output 
should call for a greater disinvestment in capital per unit of time than the 
amount of replacement, this amount cannot take place “ now,” but must be 
** added on behind.” ? Thus, all the disinvestment consistent with the fall 
in output will eventually take place ceteris paribus, but the amount of dis- 
investment per unit of time has a limiting value. Therefore, we have a 
certain asymmetry in the operation of the accelerator over the cycle. 

Third, unplanned excess plant capacity will tend to inhibit investment. 
We know from the theory of the firm that in the short run the rate of output 
may be varied substantially within a given scale of operations in most cases. 
Although there may be some optimum rate of output, the degree of utilisation 
of existing facilities is capable of wide variation. In many instances, over- 
time work or multiple shifts may be considered alternatives to the expansion 
of plant capacity. Ordinarily some excess plant capacity will be planned 
for, because it is often advisable to build ahead of current demand in order 
to be able to take care of temporary increases in deriand. Moreover, the 
substantial indivisibility of capital facilities likewise tends to bring about 
building in advance of the growth of demand. Once the planned excess 
plant capacity has been absorbed, investment will tend to be induced, pro- 
vided expectations are held that the increase in demand is more or less 
permanent and that the cost functions of the firm with the plant expansion 
are more favourable than the original ones at higher rates of output.® 

In connection with this last amendment to the pure form of the accelera- 
tor, it should be pointed out that the acceleration principle implies a certain 
theory of expectations formation. The inducement to invest by business 
firms is dependent on their profit expectations. Consequently it is the expecta- 
tions of future demand rather than just current demand which are relevant for 
investment decisions. Now implicit in the usual accelerator formulation is 
the idea that all increases in current demand are permanent.‘ Actually the 
past is relevant only as a guide to the future. All expectations about future 
demand are rigidly tied to the behaviour of current and perhaps past demand.° 
This, of course, is a very limiting assumption, particularly when it is recog- 
nised how high a degree of uncertainty is associated with expectations of 


1 J. Tinbergen, ‘‘ Statistical Evidence on the Acceleration Principle,” Economica, V, new series 
(1938), 164-76. This was also recognised earlier by Clark, Kuznets and Frisch. Specifically the 
floor or lower constraint is determined by the condition J > —R(K, X), where R = replacement 
investment. 

? Hicks, op. cit., pp. 45-7. 

3 J.e., the maximum expected present value of the firm with the cost functions corresponding to 
the expanded plant capacity is greater. 

4 A. D. Knox, “‘ The Acceleration Principle and the Theory of Investment: A Survey,” 
Economica, XIV new series (1952), 269-97. 

5 On the treatment of expectations in connection with the accelerator see particularly Lloyd A. 
Metzler, “‘ The Nature and Stability of Inventory Cycles,” Review of Economic Statistics, XXIII 
(1941), 113-29, and David McCord Wright, ‘“‘ A Neglected Approach to the Acceleration Principle,” 
Review of Economic Statistics, XXXLI (1941), 100-1. 
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future demand. For most firms, sales forecasting is exceedingly difficult, 
particularly because it must be based on a forecast of general business con- 
ditions. Where the income-elasticity of demand for the product of the firm 
is substantial, uncertainty will be very high with the inability to appraise the 
economic outlook. Under these circumstances a business firm is likely to 
weigh heavily the contingency of a decrease in future demand and its atten- 
dant effect on profitability. The major reason why many business firms 
employ no systematic form of capital budgeting rests on these considerations. 
Nevertheless, in certain types of business activity, such as public utilities, 
it may be possible for firms to determine a predictable secular trend in their 
demand. In these cases long-run sales forecasting and capital budgeting 
may be partially feasible. 

We may conclude from the above remarks that a “‘ flexible accelerator ”’ ! 
is necessary in order to account in a meaningful way for investment behaviour 
over the business cycle. Thus the investment function might be considered 
to take the following form: 


(5) I= K(X) —[ Mr)ar] 


—o 


The capital demand function, K(X), specifies the equilibrium capital stock, 
K, corresponding to alternative output levels. This is the element in the 
equation pertaining to the acceleration hypothesis.2 Since adaptations of 
the capital stock to output changes take time, there is usually a discrepancy 
at a given point of time between the desired capital stock and the actual capital 


stock in existence. The actual capital stock is represented by | : I(r)dr. 


It is assumed that an adjustment is made in the capital stock via net invest- 
ment in accordance with the discrepancy between the desired or planned 
capital stock, on the one hand, and the actual or existing capital stock, on the 
other. ‘The adjustment mechanism is defined by the function ¥.2 When 
the equilibrium capital stock is greater than the actual capital stock, net 
investment is positive, and vice versa. Investment will be zero when they 
are equal. Moreover, the current rate of net investment (positive or nega- 
tive) will be dependent upon the extent of the excess or deficiency of capital, 
aside from planned excess capacity. Thus the inhibiting effect of under- 


1 Cf. Richard M. Goodwin, “‘ Secular and Cyclical Aspects of the Multiplier and the Accelerator,” 
Income Employment and Public Policy (New York: W. W. Norton & Co. Inc., 1948), pp. 108-32. 

* This is a more general form than that discussed previously. The specific form usually 
associated with the acceleration principle is BX. Of course, the desired capital stock might also 
properly be considered to be a function of relative factor prices, including the interest rate. 

* Again, here, % represents the most general form of adjustment function. A special case 
would make the adjustment proportional to the discrepancy between the equilibrium capital stock 
and the actual capital stock in existence. Thus J = p[K(X) — K*], where p is the reaction co- 
eficient and K* is the existing capital stock. Cf. Thomas C. Schelling, National Income Behavior 
(New York: McGraw-Hill Book Co. Inc., 1951), pp. 262 f; and Hollis B. Chenery, ‘“‘ Overcapacity 
and the Acceleration Principle,” Econometrica, XX (1952), 1-28. 
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utilisation of plant capacity on investment is accounted for in this formulation, 
Of course, this dynamic investment function is subject to both an upper and a 
lower constraint as discussed previously. 

It will be noted that if this investment function is included in a model 
system consisting of a consumption function and the definition of real income 
or output, we have essentially a servomechanism. In this case there are two 
feedbacks from the investment process: first, the “ capital stock effect,” 
which tends to be stabilising, and second, the “‘ income effect,’ which tends 
to be destabilising. While the former tends to reduce the initial discrepancy 
between the desired capital stock and the actual stock, the latter tends to 
increase it. The “‘ income effect ’’ operates via the consumption function or 
multiplier and the accelerator. From what we know about the cyclical 
behaviour of our own economy, this hypothesis concerning the stabilising and 
destabilising effects of investment appears plausible. 

If the accelerator is to be considered an essential part of the mechanism 
generating cyclical fluctuations, most of the amendments mentioned must be 
added to the hypothesis as it appears in pure form. ‘The earlier literal dis- 
cussions of the principle tended to recognise the necessity for such modifica- 
tions.2, More recent formal macrodynamic models of cyclical behaviour have 
added precision by specifying the exact nature of the basic hypothesis 
involved, but have tended to draw attention away from the aspects which 
constitute the amendments. Most economic models have used equation 
(4) as the investment function or a difference-equation variant thereof. 
Very limited use has been made in such model systems of investment functions 
of the form presented as equation (5). Moreover, only recently has specific 
attention been directed to the inability of the accelerator to operate at a full- 
employment output level or when output declines at such a rate as to call for 
disinvestment which exceeds current replacement investment. These quali- 
fications to the operation of the acceleration principle in pure form, as well 


1 Cf. Richard M. Goodwin, “‘ Econometrics in Business Cycle Analysis,’’ Chapter 22, in Alvin 
H. Hansen’s Business Cycles and National Income (New York: W. W. Norton & Co. Inc., 1951), 
436-68. Several alternative hypotheses concerning investment behaviour suggest themselves. Paul 
A. Samuelson, ‘“‘ Dynamic Process Analysis,”’ A Survey of Contemporary Economics, ed. by Howard S. 
Ellis (Philadelphia and Toronto: The Blakiston Company, 1948), pp. 361-3, posits an adjustment 
process such that the time-rate of change in investment is proportional to the discrepancy between 
the desired and actual capital stock. In more general terms the hypothesis would be 1] = ¢[K(X) — 
K*). This type of function will tend to make the system over- and under-shoot its equilibrium 
capital stock in the process of “‘ hunting ” for such a position following a disturbance. Another 
possibility has been mentioned by Schelling, op. cit., pp. 263 f. The time-rate of change in invest- 
ment is made proportional to the difference between desired investment and actual investment on 
the grounds that there will be a lag in the response of investment due to the time required to plan 
and execute investment projects. Specifying a more general adjustment mechanism, F, we have 
f = F{¢[K(X) — K*] — I*}, where ¢ now defines desired investment and J* is actual investment. 
The writer believes that these hypotheses have less to commend them on a priori grounds than the 
one discussed above. 

2 See John M. Clark, “‘ Business Acceleration and the Law of Demand: A Technical Factor 
of Economic Cycles,” Journal of Political Economy, XXV (1917), 217-35, and Strategic Factors in 
Business Cycles (New York: National Bureau of Economic Research, 1934), pp. 33-44, 170-82. A 
summary of some of the qualifications is to be found in Gottfried Haberler, Prosperity and Depression, 
3rd ed. (Geneva: League of Nations, 1941), pp. 96 f. 
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as others to be considered subsequently, are necessary if it is to play a 
meaningful role in modern business-cycle theory. 


THE UNDERCONSUMPTION AND OVERINVESTMENT PATTERNS 


As has been mentioned earlier, much attention has recently been given in 
business-cycle analysis to the behavioural characteristics of a macro-economic 
model combining the acceleration and multiplier principles. The basic 
ideas of such a model system stem from Harrod,} but they have been clarified 
and further developed by Samuelson ? and Hicks. Our purpose here will 
be an attempt to interpret the two traditional patterns of business-cycle 
theory in existence before The General Theory in terms of this multiplier- 
accelerator mechanism. We refer, of course, to the overinvestment and 
underconsumption theories. Before turning explicitly to these matters, 
however, a few remarks are in order concerning a particular form that the 
accelerator sometimes takes as an investment function in business-cycle 
models. 

It has been traditional to relate net investment to the time-rate of change 
in consumption in the economy.* Net investment, J, is equal to an accelera- 
tion coefficient, 0, multiplied by the time-rate of change in consumption, ¢. 
This makes the induced investment function 


(6) I= 0 


In this case the primary demand is identified with the demand for consumers’ 
goods, while the derived demand is identified with the demand for capital 
goods. Now it should be obvious that this is not even good theory. Capital 
goods are used to produce capital goods, just as they are used to produce 
consumers’ goods. There is no difference either from the technical side of 
production or from the standpoint of economic motivation. Capital goods 
are produced with production functions involving an input of capital services 
just as are consumers’ goods, and these capital-service inputs are derived 
from capital goods. It is profitable, in general, to produce capital goods 
for the investment-goods industries, just as it is profitable to produce capital 
goods for the consumption-goods industries. In these circumstances, profit 
expectations, and consequently investment decisions, are geared in part 


1 Harrod, op. cit. 

* Samuelson, “‘ A Synthesis of the Principle of Acceleration and the Multiplier,” op. cit., and 
“Interactions between the Multiplier Analysis and the Principle of Acceleration,” of. cit. 

3 Hicks, op. cit. 

* Albert Aftalion was apparently the first to make such an application. For more recent 
applications see R. Frisch, “‘ The Interrelation between Capital Production and Consumer-taking,” 
Journal of Political Economy, XXXIX (1931), 646-54, and ‘‘ Propagation Problems and Impulse 
Problems in Dynamic Economics,” op. cit.; Samuelson, “‘ A Synthesis of the Principle of Accelera- 
tion and the Multiplier,” op. cit., and ‘‘ Interactions between the Multiplier Analysis and the 
Principle of Acceleration,” op. cit.; Alvin H. Hansen, Fiscal Policy and Business Cycles (New York: 
W. W. Norton & Co. Inc., 1941), pp. 261-88; and Economic Stability in the Post-war World (Geneva: 
League of Nations, 1945), pp. 47-52, 143-5. 
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to the demand for other capital goods.1_ It is strange that this bias relating 
to the motivation underlying the inducement to invest should have existed 
even among economists who used the acceleration principle with an over- 
investment theory of the business cycle.2_ Such a formulation of the demand 
for capital goods represents an illogical underconsumption bias, even if it is 
used in a framework where the other properties of the underconsumption 
theory are not present. Thus, investment should be related to the time-rate 
of change in output as a whole, rather than consumption alone. The most 
recent writings concerning the acceleration principle now recognise this 
earlier deficiency in the theory.® 

It is possible to relate the two traditional patterns of business-cycle 
theory, namely, the underconsumption theory and the overinvestment 
theory, to the theory of acceleration. From a position of depression we may 
assume a burst of autonomous investment ‘ starts a cumulative expansion 
process via the interaction of the multiplier—accelerator mechanism.® The 
upper turning point is explained on different grounds, depending upon 
whether the overinvestment theory or the underconsumption theory is 
involved. 

In the underconsumption theory the downturn is caused by a decline in 
the marginal propensity to consume as the income level rises. Although the 
time-rate of increase in autonomous investment may remain unchanged for 
a time, the multiplier effect becomes less and less and likewise the accelera- 
tion effect.6 To be a éruve underconsumption doctrine, the above process 
must become effective before real factor scarcities or monetary scarcities 
become a significant force in the economic environment. 


1 This, of course, is not to be taken to deny the possibility of indirect repercussions on the 
capital-goods industries from the consumer-goods industries. It might be remarked in passing 
that innovations take place in capital-goods industries as well as in consumer-goods industries. 

2 For example, Haberler, op. cit., passim. 

3 See, for example, Thomas C. Schelling, “‘ Capital Growth and Equilibrium,” American 
Economic Review, XXXVII (1947), 871, note 16; Evsey D. Domar, “‘ Investment, Losses, and 
Monopolies,” Income, Employment, and Public Policy (New York: W. W. Norton & Co. Inc., 1948), 
p. 44, note 16; Hicks, op. cit., p. 38. 

4 Or, more generally, any increase in autonomous expenditures; ¢.g., an upward shift in the 
consumption function. 

5 These underconsumption and overinvestment theories have never been explicitly formulated 
in terms of the multiplier-accelerator mechanism. Samuelson, ‘‘A Synthesis of the Principle of 
Acceleration and the Multiplier,” op. cit., ‘‘ Interactions between the Multiplier Analysis and the 
Principle of Acceleration,”’ op. cit., has given a mathematical model involving a linear difference 
equation. However, for our purposes it would be necessary that the model possess a curvilinear 
consumption function in which the marginal propensity to consume declines with a rising income 
level. Thus, using the notation introduced on p. 53, note 3, the consumption function must 
possess the following properties: 0 < C’(X) < 1, C’(X) <0. Moreover, it would be necessary 
to have the numerical values of the parameters of this consumption function and the acceleration 
coefficient specified as well as the level of and rate of growth of autonomous investment before we 
could identify the behaviour characteristics of the system as representing either that of the over- 
investment theories or the underconsumption theories. Furthermore, the system would have to 
take on non-linear properties at the critical income levels where real resource scarcities or monetary 
scarcities were encountered. 

6 The marginal efficiency of induced investment is reduced because of the decreasing time-rate 
of increase in consumption. The acceleration coefficient, however, remains unchanged. 
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A question arises as to why the marginal propensity to consume should be 
assumed to decline as the income level rises in the underconsumption theory. 
One might logically account for this decline in a number of ways under the 
circumstances posed by the cyclical short run. In the popular version 
developed by Harrod ? it is supposed to be largely a result of the considera- 
tion that income distribution changes significantly over the business cycle. 
Starting from a low degree of resource utilisation, the real-factor-supply 
functions as well as the loanable-funds-supply function will be perfectly 
elastic within the relevant range in regard to factor prices and the interest 
rate, respectively. If the short-run cost functions of individual firms are of 
the “‘ typical ’’ shape,” an increase in aggregate demand will lead to a rise in 
profit margins, and a change in income distribution in favor of profit-income 
recipients as against non-profit-income recipients.® 

Furthermore, Harrod has argued that the degree of monopoly power of 
the representative firm varies over the cycle. The degree of monopoly 
power is said to rise in the upswing and to fall in the downswing. Since 
when the firm is in short-run equilibrium, .e., maximising short-run profits, 
the degree of monopoly power is equal to the reciprocal of the price-elasticity 
of demand,° this is another way of saying that the price-elasticity of demand 
for the product of the representative firm falls in the expansion phase and rises 
in the contraction phase of the cycle. This is said to be the consequence of 
the fact that households are less (more) price conscious as the level of their 
income rises (falls). Thus, there is a shift toward profits in the upswing, and 
vice versa. 

It is usually maintained that the propensity to consume of the typical 
non-wage-income recipient is less than that of the typical wage-income 
recipient. Consequently, if there is a continuous shift in marginal income 
distribution in favor of the former group, the marginal propensity to consume 
of all income recipients in the community will continuously decline with a 
rise in aggregate income.’ 


1 R. F. Harrod, op. cit. 

2 J.e., curvilinear due to diminishing returns in the short run. 

% This statement is strictly valid only if we specify iso-elastic changes in demand. 

‘ Cf. R. F. Harrod, ‘‘ Doctrines of Imperfect Competition,” Quarterly Journal of Economics, 
XLVIII (1933-34), 442-70. 

5 Let P = product price, I = total cost and R = total revenue. Then P(X) is the demand 
function, I'(X) is the total cost function and R = P(X)-+X is the total revenue function. 

_ P(X) —T’(X) P(X) 
_— “P’(X) 

where » = the degree of monopoly power and 7 = the price-elasticity of demand. Since the 


equilibrium condition is R’(X) = I’(X) or P(X) + X+P’(X) =I"(X), then p = - See A. P. 


and 7 = 


leer, ‘‘ The Concept of Monopoly and the Measurement of Monopoly Power,” Review of 
Economic Studies, I (1934), 157-75. 

* This obviously overlooks repercussions in other directions from the complex nature of market 
structures. It was for this reason that we rephrased Harrod’s proposition in terms of the degree of 
monopoly power. 

? The presumption underlying the underconsumption theory is that the shift to profits will 
not prevent the marginal efficiency of investment from falling. 
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Turning to the overinvestment doctrine, we find there are two explana- 
tions as to why an expansion may be brought to a halt: one relates to real 
resource scarcities while the other emphasises monetary scarcities. With the 
real overinvestment theory, the downturn is caused by real-factor scarcities— 
successive bottlenecks are encountered in various sectors of the economy. 
These real-factor scarcities not only inhibit induced investment by reducing 
the acceleration coefficient but may also reduce autonomous investment.! 
Even if autonomous investment and income had a constant time-rate of 
increase momentarily, induced investment would be less because the accelera- 
tion coefficient has been reduced. To have a true real overinvestment theory 
we would have to demonstrate that real factor scarcities become important 
before the marginal propensity to consume declines substantially or monetary 
scarcities become significant. Ofcourse, the former would not be involved if 
the consumption function is linear in the relevant income range. 

The monetary overinvestment variant of the general overinvestment 
school explains the downturn by a rise in interest rates stemming from 
monetary scarcities—banking-system reserves are finite or the monetary 
authorities are unwilling to allow a cumulative inflation to proceed. A 
rise in interest rates will not only inhibit induced investment by reducing 
the acceleration coefficient, just as in the real overinvestment version, but 
may likewise lead to a reduction in autonomous investment.? To have a 
true monetary overinvestment theory it has to be shown that monetary 
scarcities become significant before either real-resource scarcities or a declining 
marginal propensity to consume become effective. 

Although the acceleration coefficient is reduced in both varieties of over- 
investment theories, the reason for such reduction is different in the two 
overinvestment cases in terms of the inducement to invest. In the real over- 
investment theory the marginal efficiency of investment function shifts down- 
ward * because real-factor prices rise relative to product prices while in the 
monetary overinvestment theory the marginal efficiency of investment func- 
tion does not shift downward. The circumstance in the latter case which 
reduces the acceleration coefficient is the rise in interest rates. It should be 
understood that these remarks are intended to try to show whether a change 
in the acceleration coefficient is to be interpreted as a change in the marginal 
efficiency of investment function or a change in interest rates. Obviously, 
the marginal efficiency of investment function will be changed by any change 
in the time-rate of change in income as well. Thus, in the underconsumption 


1 Real-factor scarcities or bottlenecks should not be interpreted as absolute scarcities. There 
may exist some degree of price-elasticity of factor supplies greater than zero, but it is implied that 
factor prices will rise rapidly and have an unfavorable impact on profit expectations. The marginal 
efficiency of both autonomous and induced investment is reduced. 

2 As in the case of real-factor scarcities, monetary scarcities do not have to be absolute. In the 
monetary overinvestment theory the interest rate eventually rises and reduces the time-rate of 
increase of autonomous investment and also inhibits induced investment by lowering the acceleration 
coefficient. The marginal efficiency of induced investment is not reduced, however, until the 
time-rate of increase of income is reduced. 

® So far as induced investment is concerned. The marginal efficiency of autonomous investment 
is also reduced. 
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theory it is the decreasing time-rate of increase in consumption (or perhaps 
income) which leads to adverse profit expectations and a decline in the 
inducement to invest. 


Tue Hicksian FRAMEWORK 


The relationship between the modern multiplier-accelerator mechanism 
and the traditional overinvestment and underconsumption patterns may be 
further illuminated by a brief examination of the theory of cyclical fluctua- 
tions recently proposed by Hicks.1_ He operates with generalised consump- 
tion and investment functions involving distributed lags. Consumption is 
made a weighted sum of previous incomes plus an autonomous element, 
while induced investment is made a weighted sum of previous income 
changes. ‘The latter, of course, constitutes a generalised accelerator. All 
this leads to a basic income equation where current income equals autono- 
mous investment and autonomous consumption plus a weighted sum of 
previous incomes. 

The basic income equation is: ? 


n n—1 
(7) Ma At DY ake + Y Pal Xe-1 — Mea] +B 


Hicks, however, points out that most of his conclusions can be derived from 
a simplified special case. This reduced system he calls the “ elementary 
case’ and is formally identical to that previously formulated by Samuelson.? 


(8) X, = Ay + aX + B(M-1 — Xe-2) 


Much of the analysis in his book runs in terms of the latter model rather than 
in terms of the generalised multiplier-accelerator mechanism. 

There is, however, a subtle difference between the model system of 
Samuelson and the “‘ elementary case”’ of Hicks. The former postulates the 
investment function to be 


(9) I, = (C, — Gr -3) 


where C = consumption. Induced investment of a given period is pro- 
portional to the change in consumption between the preceding period and 
the period in question. Now the investment function used by Hicks in his 
reduced system is 


yr 
(10) ft, = B(M:-1 — Xr-2) 
1 Hicks, op. cit. 
? Where X = income, A = autonomous investment, B = autonomous consumption, «, = the 
n 
short-run marginal propensity to consume, £; = the short-run acceleration coefficient, Ya, = the 
n k=1 
long-run marginal propensity to consume, and >) f; = the long-run acceleration coefficient. 
k=1 


Ibid., Mathematical Appendix, Appendix to Chapter V, pp. 182-3. 

* See Samuelson, ‘Interactions between the Multiplier Analysis and the Principle of Accelera- 
tion,” op. cit. Samuelson, however, relates induced investment to the change in consumption 
tather than to the change in income, i.e., J, = 0 (C; —C,_,). Therefore, his acceleration 
coefficient, 8, is equivalent to B/x. ‘The constant B in equation (7) may be considered to be absorbed 
in A, in equation (8). 
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In this case, induced investment of a given period is proportional to the 
change in income between the preceding period and the period before that. 
If the consumption function is C, = «4X; _,, its substitution in equation (9) 
leads to equation (10), providing 8 = 6a. The theoretical difference between 
structural equations (9) and (10) turns on the a priori grounds for considering 
changes in consumption to induce investment with no lag while in the other 
formulation changes in income induce investment with a one-period lag. 
The latter structural relation specifies a different time-response of investment 
as compared to the former. This is true since the counterpart of Samuelson’s 
investment function, where total income instead of just consumption induces 
investment, would be of the form 


Here we have a case in point of the well-known fact that a theory is not com- 
pletely specified until both the lags in the structural relations and the 
numerical value of the structural parameters are given. In the present 
instance, both systems involve the same linear difference equation, but unless 
a@ = 8 they might be taken to represent different theories of cyclical fluc- 
tuation. 

Hicks distinguishes between two types of income behaviour which he 
believes are most probable. The first is the pure explosive ceiling case, while 
the second is the explosive oscillatory case. As is well known, the type of 
income behaviour generated by such a model system is dependent upon the 
numerical values of the structural parameters, namely, the marginal pro- 
pensity to consume, on the one hand, and the acceleration coefficient, on the 
other. Hicks excludes as likely possibilities all combinations of numerical 
values of these parameters except those which give either pure explosive 
behaviour or divergent cyclical oscillations as the result of a displacement.* 

Of the two cases, Hicks places most emphasis on the purely explosive case. 
This, of course, corresponds to what we have interpreted previously as the 
real overinvestment theory, although Hicks does not identify it as such. The 
system is unstable in this case, and once it reaches the full-employment ceiling, 
real-resource scarcities, particularly labour scarcities, preclude it from further 
expansion. Technically the system at this point becomes non-linear and the 
acceleration coefficient is momentarily depressed. This means that induced 
investment is inhibited and that therefore income will not increase at the 
previous time-rate. Consequently, induced investment will be further 
reduced. Furthermore, as mentioned before, the time-rate of increase in 
autonomous investment may likewise be adversely affected by the real- 
factor scarcities, and thus slow up the income growth. 

Although Hicks emphasises downturns of the real overinvestment variety, 

1 Samuelson, “‘ Interactions between the Multiplier Analysis and the Principle of Acceleration,” 
op. cit. See especially the «, B/« map on p. 268. We use B/« here in place of Samuelson’s f in 
order to be consistent with the notation adopted in our discussion. Hicks demonstrates that in 
general all the conclusions with respect to stability that apply to the stationary model of Samuelson 


likewise apply in a progressive model. See Hicks, op. cit., Chapters VI and VII. 
2 Hicks, op. cit., pp. 88-95. 
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he does recognise the possibility that an upper turning may be brought about 
by monetary scarcities, that is, that the conditions envisaged by the monetary 
overinvestment theory may prevail.1 Monetary scarcities depress the 
acceleration coefficient and eventually a downturn results. Hicks, however, 
feels that monetary forces are apt to reinforce a downswing after it has begun 
as a result of other causes rather than be the primary cause of an upper 
turning-point. Nevertheless, it is clear that his framework is broad enough 
to take account of the possibility that the monetary situation might dominate 
the upper turning point. 

The divergent oscillatory case makes possible an explanation of why down- 
turns may take place before real-factor scarcities or monetary scarcities are 
encountered. If the initial displacement is slight and the acceleration 
coefficient is of just sufficient magnitude to give divergent oscillations, the 
first one or two cycles may not be of sufficient amplitude to hit the full- 
employment ceiling. And if one of these cycles should lead to a sufficient 
fall in income, the accelerator would become inoperative on the downswing. 
The economy would move directly to depression without reaching full 
employment.? 

A question arises as to whether it is possible to consider this second case— 
the situation where the expansion peters out of its own accord—as representa- 
tive of the underconsumptionist point of view of cyclical downturns. The 
writer feels that it should not be so considered. It seems more likely, as has 
been pointed out previously, that the true underconsumption theory of busi- 
ness cycles requires a non-linear consumption function if it is to be cast in 
terms of the multiplier-accelerator mechanism. With a declining marginal 
propensity to consume as the income level rises, the absolute time-rate of 
increase in consumption will be declining in the expansion phase, even if the 
absolute time-rate of increase in income remained unchanged. And, of 
course, all induced investment is assumed to be geared to the time-rate of 
increase in consumption. 

On the other hand, one might consider a downturn to fit the under- 
consumption conception merely if it could not be made to fit under one or 
the other of the overinvestment conceptions.* A survey of cyclical down- 
turns of the past might be made with regard to the conditions of the labour 
markets and the monetary situation immediately preceding such downturns. 

1 Hicks, op. cit., pp. 125, 159. 

* Gene H. Fisher, ‘‘ A Simple Econometric Model for the United States, 1947-1950,” Review 
of Economics and Statistics, XXXIV (1952), 46-8, and ‘“‘ Comments on Stochastic Macro-economic 
Models,” American Economic Review, XLII (1952), 528-39, has attempted to fit the Samuelson 
(Hicks) income model to national-income data by the method of least squares. His statistical 
estimates of the « and f structural parameters are 0-61 and 0-48 respectively, on the basis of annual 
data for the period 1929-41 and 0-7 and 0-71, respectively, on the basis of quarterly data for the 
period 1947-50. Unfortunately, the empirical findings of such econometric studies cannot be 
the basis for rejecting a combination of a and 8 which would give an explosive system of the Hicksian 
variety. This is so since one fits a free linear system to the statistical data which may have been 
generated by an explosive linear system subject to constraints. For the range of variation of the 
variables for which the constraints apply, the original linear system is superseded by other systems. 
3 Because all empirical consumption functions derived from economic time series data persist in 


being linear ! 
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The difficulties of empirical verification of particular cyclical patterns are 
attested to by the downturn of 1937 in the United States. This turning 
point might be considered on first thought to qualify very easily as an excel- 
lent candidate for underconsumptionist honours. But even a superficial 
examination of the case points to a number of circumstances which make the 
overinvestment position appear plausible even here. ‘The rapid and exten. 
sive union organisation tended to tighten a number of critical labour markets, 
and the monetary authorities raised reserve requirements several times in 
rapid succession.1 Although some economists would maintain that these 
phenomenashould not beinterpreted as being synonymous with labourscarcities 
and monetary scarcities, respectively, as conceived in the traditional over- 
investment theories, a less rigid view would not preclude such an interpreta- 
tion. 

The interpretation of the overinvestment and underconsumption models 
within the multiplier-accelerator framework does substantial violence to these 
theories. Such an approach is not very significant from the standpoint of 
bringing out what most underconsumptionists meant to say. Actually, the 
underconsumption theory d /a Hobson is not concerned with the cyclical 
short run but is a type of secular theory. It is also true that the use of the 
acceleration principle in a simplified macro-economic model tends to omit 
probably the most significant aspects of the overinvestment theories. These 
theories deal with structural maladjustments ? as do all non-underconsump- 
tion theories. The cause of the downturn can run from specific maladjust- 
ments to aggregate demand rather than from aggregate demand directly. 
Such explanations of cyclical behaviour are to a large extent concerned with 
micro-economic phenomena—specific bottlenecks and resource immobilities, 
and perhaps we should add subtle forms of particular qualitative restrictions 
on monetary expansion. However, it is probably not too inadequate if we 
cast the overinvestment theory in terms of a macrodynamic system, provided 
we keep in mind the structural aspects. The accelerator can be of use in this 
sense, especially if we relate induced investment to the time-rate of change in 
income rather than to just consumption alone. 


CoNCLUSIONS 


It is clear that the explanation of the turning points, particularly the 
downturn, remains a key problem in business-cycle theory. Pre-Keynesian 
business-cycle theory had reached substantial agreement on the expansion 


1 Moreover, labour immobilities become strategic considerations as full employment is 
approached. Starting from a low level of employment, the labour-supply function facing individual 
industries and sectors of the economy is close to being perfectly elastic, and this high elasticity is 
not dependent on labour mobility. However, near full employment the degree of labour mobility 
is an important determinant of the elasticity of the labour supply to individual industries. Geo- 
graphic and occupational immobilities tend to make the labour-supply function less elastic, and may 
lead to a downturn before full employment is reached. Thus, the correct interpretation of the 
ceiling is a range. 

* Cf. Haberler, op. cit., pp. 29-105, 345-405; William Fellner, ‘‘ Employment Theory and 
Business Cycles,” A Survey of Contemporary Economics, ed. by Howard S. Ellis (Philadelphia and 
Toronto: The Blakiston Company, 1948), pp. 49-98. 
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and contraction process, although the multiplier-accelerator mechanism 
tended to clarify these earlier notions. But the problem of whether cyclical 
behaviour should be interpreted as the result of an economic structure generat- 
ing a ‘free cycle” or a “constrained cycle” remained unanswered as it 
does today. As a result of the building blocks provided by Harrod, a more 
articulate formulation of the overinvestment and underconsumption pat- 
terns has been made possible. Hicks has refined the analysis, but his primary 
xplanation of the upper turning point can be interpreted as that of the real 
werinvestment theorists. The fundamental ideas underlying his work are 
not new. They are still pre-Keynesian in substance. This, however, has 
not always been recognised because of the new form they have taken. 

The determinants of the inducement to invest are very imperfectly under- 
stood. Although we know fairly well what economic variables are apt to be 
of potential significance with respect to the investment decisions of an 
individual firm, we are unable to evaluate their relative influence. More- 
wer, the general equilibrium implications for investment remain extremely 
controversial. In view of this state of affairs, it is easy to be overcritical of 
the acceleration principle as a theory of induced investment. It is necessary 
to have a “‘ flexible accelerator ” which changes through the various phases 
of cyclical development if it is to be at: all meaningful in business-cycle 
malysis. As a minimum, an allowance must be made for the inhibiting 
fects of unplanned excess plant capacity and real and monetary resource 
yarcities on the inducement to invest. 

The accelerator easily lends itself to business-cycle model building. In 
particular, the multiplier-accelerator mechanism attempts to focus attention 
mcertain aspects of the economic process thought to be strategic with respect 
cyclical fluctuations. This framework is consistent with either the over- 
investment or the underconsumption theories, providing the “‘ other econo- 
nic variables ”’ pertinent to these theories are allowed for in connection with 
the acceleration hypothesis. The most recent contributions to business- 
ycle theory tend to do just this. However, it is not likely that our under- 
tanding of the investment process will be greatly strengthened by any 
trictly macro-economic approach. Fortunately, the received body of 
business-cycle analysis is not so limited. 

F. E. Norton 

University of California, 

Los Angeles. 


No. 261.—voL. LXvI. 











AN APPROXIMATION TO THE AGGREGATE 
SAVING FUNCTION! 


1.1. THE extensive literature on the theory of the determinants of 
personal saving contains one thread of thought that has become increasingly 
explicit in recent years: the arguments of Ramsey, Harrod, Graaff, Tobin, 
Hamburger and Friedman? all point to the connections between an 
individual’s rate of saving at a moment in time and the total resources that 
he expects to command during his life. Recently, Modigliani and the 
present writer have joined the fray with a hypothesis relating individual 
saving to the income, assets, expectations and age of the consumer. This 
hypothesis is based upon the traditional utility-maximising approach to 
individual consumer behaviour. It is supported by evidence from both 
cross-section and time-series studies that have been published by others? 
The true test of any scientific hypothesis, however, is prediction; and itis 
the purpose of this paper to present an empirical approximation to the 
aggregate saving function that arose from our hypothesis and to demonstrate 
the approximation’s successes at conditional forecasting.* 

2.1. The present value of an individual’s total expected resources is the 
sum of the present values of his marketable assets, his current and expected 
future return from his own labour, neglecting bequests.® We shall consider 
these resources as a budget restraint on the individual’s current and planned 
future consumption. Given the individual’s utility function relating his 
utility to current and prospective levels of consumption during the different 
periods covering his expected life, the maximisation of the function subject 
to the budget restraint may ke supposed to lead to unique values of con- 
sumption in each future year. In particular, it is shown in the two papers 
by Modigliani and this writer that if the individual utility function is homo- 
geneous of first degree in levels of consumption at different ages, the relation- 
ship between consumption at a particular age and total lifetime resources is 
simply one of proportionality. Then for a consumer of age ¢ having a given 
earning pattern and life expectancy, the current individual consumption, 
¢, will depend on his current non-property income, »,; on his average 

1 This paper was left in draft form as a result of Richard Brumberg’s untimely death in August 
1954, at the threshold of what promised to be a distinguished career in economics. It is his last 
study, to which we have made only minor editorial changes, and we offer it for publication as the 
first investigation of the consumption function known to us which provides anything like a reasonable 
approximation to consumption levels during the war years. (J. R. N. Stone and Carl F. Christ.) 

2 References to the work of these authors and others mentioned below are given in a list at the 
end of the article. 

3 See the two papers by Modigliani and Brumberg in these connections. 

‘ For an additional confirmation of the hypothesis—the fulfilment of a priori numerical re- 
strictions on the coefficients by the empirical function, see the present writer’s earlier study. 

5 Concerning aggregate consumption, some implications of a utility function wherein bequests 


enter non-homogeneously are developed in ‘‘ Utility Analysis and the Consumption Function,” by 
Modigliani and Brumberg. 
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expected future non-property income, y; and on the present value of his 
assets, a; Property income of course affects consumption, but does not 
need separate mention, because its capitalised value is included in the 
present value of assets, a,, and its effect is carried by assets. The individual 
consumption of a person at age ¢ is thus 
G&=Buy + Ban +Paa . . . .. (2) 

where the variables are all measured in constant purchasing power and the 
parameters (1;, 2, and #3, depend on the consumer’s age, ¢, and on his life 
expectancy and his earning pattern.? 

2.2. The aggregate consumption function may be derived from the 
individual function by the straightforward summation of the equations (1) 
over all age groups, provided that every age group has the same average 
income pattern and life and earning expectations. At any time therefore, 

C=fy'¥ +P’ +PsA . .... (2) 
where C, Y, Y* and A denote respectively aggregate consumption, current 
non-property income, expected non-property income and assets, and 8,’, 
g,’ and 8,’ are primarily functions of the age distribution, life expectancies 
and earning patterns of the population.? 

By definition, aggregate saving, S, is the difference between total income 
and current consumption. Total income is the sum of non-property income, 
Y, plus property income, denoted by R, excluding capital gains or losses. 
Hence, from (2) we have 

S=(1 —8,’)Y¥ +R —8,'¥ — B,'A » . + (3) 

Note that property income R appears explicitly here, but also implicitly * 
in the term £,'A. 

3.1. Although all the variables in equation (3) are conceptually measur- 
able, it will help if we can consider two of them implicitly rather than 


1 For a more detailed discussion of the a priori values of these parameters, see “‘ Utility Analysis 
and Aggregate Consumption Functions,” by Modigliani and Brumberg. 

* B,’ actually contains the ratio of the age-weighted sum of assets obtained in the aggregation 
process to the simple sum of assets. In ibid. this ratio is found to be quite stable under reasonable 
wsumptions; it appears a priori that it should lie between —0-07 and —0-13. 

* This treatment of property income is discussed explicitly in ibid., Section III.2.A. To make 
itclear, let us reconcile it with the more usual method of treating the dependence of consumption 
mm assets (see, for example, equation (1.20) in Ferber’s study, p. 9). In either method consumption 
may be regarded as a function of non-property income y, property income r and assets a (apart 
fom the property income they yield). Then 

c= 4,7 + aor + aa 
The usual approach is to assume that both kinds of income have the same effect, i.¢., to set a, = a 
% that 

c=a(y+r) + aa 
The approach used in this paper is to express property income in terms of assets via the rate of 
return i, thus: 
c= ay + (af + as)a ee Se ae ee ee a | 


s=(l—a,)y+rt+(agita)a . . . . «. «© (3 
Ifr = ia as assumed, there is an unsolved identification problem involving the coefficients of r and 
tin equation (3’); and if r 4 ia, then it is illegitimate to regard a,i + a, as a constant coefficient 
win (2’), This point apparently escaped Brumberg, and also Christ, who advised him on his 
Ph.D. thesis on this subject. (J.R.N.S. and C.F.C.) 


Then saving is y + r — c, thus 
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explicitly: 2% because there are no estimates at all available, and A because 
the estimates that do exist are not very satisfactory. Hamburger, Goldsmith 
and Melville have all expressed doubts about the accuracy of time-series 
estimates of wealth. In this paper we shall avoid incorporating such estimates 
in our analysis by the following device. Consider the first difference of (3), 

AS = (1 — B,')AY + AR—8,/AY —8,’AA . . (4) 
The difference between the assets held at the beginning of this year and 
those held at the beginning of last year, AA, is identically the sum of last 
year’s saving, S_,, plus the capital gains or losses on those savings and the 
initial assets that have accrued between the beginning of last year and this 
year, G. Therefore, (4) may be rewritten as 
AS = (1 — B;'/)AY + AR — B,’AY — (S$. +G) . (5) 
3.2. For the variable AY* there are no data whatsoever; the measure. 
ment of changes in expectations has not yet been achieved. It has been 
argued,! however, that the change in aggregate average expected income of 
all age groups, A?*, is likely to be either: (i) constant as a result of in- 
flexible income expectations combined with a growing population, or (ji) 
proportional to AY, say KAY, or (ili) some combination of the two. The 
more general possibility (iii) asserts that AY¥*= £8,’ + KAY; and by 
placing this expression in equation (5) we are able to derive an approxima. 
tion to the aggregate saving function that can readily be subjected to an 
empirical test. 
4.1. The function to be tested, when the above substitution is made and 
when the coefficients are renamed, reads 
AS = bb + b,AY + b,AR+68.,+0G . . . (6) 
Annual estimates for all of the variables are currently available for the 

United States over the period 1929-49. Becanse the concept of saving is 
that of changes in personal net worth, excluding capital gains, the author 
has felt it advisable to make several adjustments in the series published by 
the United States Department of Commerce. By making use of figures 
compiled by Dr. Raymond Goldsmith,? saving has been altered by the 
inclusion of the net additions to the stock of consumers’ durable goods and 
saving and property income have been revised by the substitution of deprecia- 
tion of assets at replacement cost for depreciation at original cost. Further- 
more, saving and non-property income have been increased by the contribu- 
tions less benefits to social-insurance funds, and saving and property income 
have been increased by the earnings on these funds. The two income 

shares have been obtained first by taking the three-share breakdown 

suggested by Frane and Klein and then by arbitrarily imputing wages to 
farmers and other unincorporated entrepreneurs. Changes in an index of 
share prices have been used to approximate capital gains and losses. (Un 
fortunately, the use of this index precludes the comparison of the coefficients 
b, and J, to see if they are equal, as implied by equation (5).) The space- 
1 See the earlier study by this writer. 
2 Dr. Goldsmith generously provided these figures in advance of the publication of his A Stud 

of Saving in the U.S. 
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consuming derivation of the various series is to be found elsewhere!; the 

figures themselves are shown in the Appendix, columns | to 5.? 
4.2. A regression of saving on the variables of equation (6) for the entire 

period of observation, 1929-49 (including the war years), yields 

AS = — 610 + 0-89AY + 0-38AR —0-14S_,—27G . (7) 

(380) (0-08) (0-18) (0-03) (14) 
where the figures in parentheses are the standard errors of the estimated 
coefficients. With the exception of the constant term, which may be 
interpreted as displaying some inflexibility of income expectations, these 
standard errors reveal that all of the coefficients are significantly different 
from zero at the 90% level. The coefficients of AR and G are not significantly 
different from zero at the 95% level. The coefficient of multiple correlation 
is, as in most saving functions, high; in this instance it is 0-97. For all of 
the coefficients, the signs are as they should be according to equation (5). 
On the basis of these various considerations, it may be concluded that from 
a statistical point of view the coefficients derived for the function when it is 
fitted for the entire period do not lead to its rejection. Let us now turn to 
the more critical test of the function as a device for conditional forecasting. 
4.3. Because the model of saving behaviour is not a part of a closed 
system, its predictive abilities can be tried only by assuming perfect know- 
ledge of all variables in the equation other than saving and then comparing 
the levels of saving forecast, subject to this condition, with the observed 
levels. In this particular case we shall assume that in 1941 we knew 
exactly what AY, AR and S_, were going to be for the next eight years. 
Moreover, we shall also suppose that the present theory and data for the 
preceding thirteen years, 1929-41, were available then and that we had fitted 
equation (6) for those years. We should have observed that the equation fits 
the period of observation very well, but that the coefficient of capital gains was 
hardly significant. In order to gain a degree of freedom, we might well have 
dropped the capital-gains variable. The estimated equation would have been: 

AS = 104 + 0-53AY + 0-69AR — 0-14S_, 
(330) (0-14) (0-28) (0-08) 


S = 104 + 0-53AY + 0-69AR + 0-86S_, . . . (8) 
From our knowledge of the 1942 values of the variables on the right side, 
we could then have forecast the level of saving in 1942, and the same for 
1943 and succeeding years. The errors of such forecasts, i.¢., the observed 
levels of saving minus the forecasts, are shown in the Appendix, column 6. 
1 See the earlier study by this writer. 
? The slight differences in observed values given in this paper as compared with ibid. are due to 
computing errors in the original work. 
* The only two independent variables that show a noticeable correlation (with a value of 0-51) 


ae AY and AR. A joint confidence region has been computed for the coefficients of these two 
variables and the ellipse for the 95% region is given by 


0-0096 > 0-030(0-89 — 5,)* + 2(0-0067) (0-89 — b,)(0-38 — 5) + 0-0057(0-38 — 5,)? 
Solutions of this quadratic indicate that b, is not statistically significant, but also, that it may have 
avalue of unity as implied by equation (4). See ibid. 
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Their absolute values are illustrated in the graph. It is seen that the error 
is never greater than 3-7 thousand million dollars (1942) and that the 
predictions do not appear to worsen over time. 

4.4, But are these predictions good or poor ones? Merely to know the 
size of the errors of prediction from a conditional forecast is uninteresting; 
what are desired are standards for comparison. The other three lines in the 
figure offer such standards. 
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The first comparisons to be made are with what Milton Friedman calls 
*‘ naive models.” ‘These hypotheses assert that: (i) next year’s saving will 
be the same as this year’s, or (ii) the difference between next year’s saving 
and the current year’s will be the same as between this year’s saving and 
last year’s. Such simple forecasts provide what might be considered as the 
least rigorous kind of standard to be met by any quantitative economic 
forecast. The ability of the function to pass this trial is illustrated by the 
smaller absolute values of the forecast errors reached by (8) than by the naive 
models, as shown by the Appendix, columns 7 and 8, and by the graph. The 
function gives better predictions than the first naive model in six out of the eight 
observations and better than the second in five out of the eight observations. 

It now remains for us to compare the conditional forecasts of equation 
(8) with those derived by a saving function that was produced by different 
theoretical considerations but which has been accepted by Davis and 
Ferber as one of the best functions tested to date. This function, due to 
Modigliani and independently to Duesenberry, maintains that current per 
capita real saving depends upon current per capita real income and the highest 
level of income reached in earlier years. In the Modigliani version it is written 
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where WV denotes the population; the term marked by subscript 0 contains 


the peak previous value of per capita real income, Y+R and all the other 


N 


variables have the same meaning as before. 

Because its originators and the other workers who have tested it 
apparently have had no misgivings about using the definitions of saving and 
income adopted in most social accounts, this equation has been estimated 
and the errors of forecasted saving have been computed for this paper from 
data based on those definitions. The estimated regression for 1923-41 is ! 


S Y+R Y+R Y+R 

TR = 0048 +0176[ 7" —( + )V/ 7. (9) 
(0-004) (0-024) 

The errors of conditional forecasts of saving made by this function are 

shown in the Appendix, column 9. 

It should be mentioned that, during the forecast period, the average 
change in the level of saving from one year to the next is larger under the 
customary definition than under the one suggested here, but that the 
average level of saving is smaller under the customary definition. 

When the absolute values of this function’s errors of forecast are plotted 
on the graph, it is seen that it gives forecasts inferior to our equation (8) for 
all years except 1947. In that year the difference is slight. During the war 
years, equation (9) is quite hopeless while our equation (8) does tolerably well. 

5.1. Summary. A testable approximation has been developed for the 
aggregate saving function derived from the savings functions of similar 
hypothetical individuals who maximise utility by spreading their resources 
over their lifetimes. A test has been performed by forecasting saving in 
the United States for the war and post-war periods: first the approximation 
was fitted to pre-war data, yielding equation (8), and then perfect knowledge 
of the “‘ independent ” variables during the test period was assumed. The 
errors of the conditional forecasts derived by this means have been compared 
with errors produced by other forecasting devices, and the function has 
been found to meet this test satisfactorily. 





RIcHARD E. BRUMBERG 
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Johns Hopkins University, and 
Department of Applied Economics, Cambridge. 
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APPENDIX 
Data and Errors of Alternative Forecasts 
(All figures in thousand million 1939 dollars, except the index G) 











(1) (2) (3) (4) (5) (6) P . P @). (9) 

AY AR S— 8, its, ~ on | S—S, 

Ss catia (change | (change mame (error of cxnedad eau (error of 

(saving) in — = ains | forecast | oF naive | of naive | forecast 

oe saving). | Property| property pa of eqn. | model | model | £9"- 
8). income).| income). “} (8)). I) II) (9)). 
1929 4-0 — = ~ — _ — = — 
1930 1-9 —2-0 —155 —26 —28 — — — — 
1931 0-5 —1+5 —1-0 —1-5 —39 — — — — 
1932 —3°5 —40 —49 —2-6 — 38 — _— — — 
1933 —28 0-6 —0-4 —0-2 20 -—— — — — 
1934 —1-1 18 3-3 0-4 6 _ — —_ — 
1935 2-3 3-4 28 2:5 + — ~- _— — 
1936 5-5 3-2 6-7 1-0 34 — — — — 
1937 69 1-4 2-4 1-1 — 4 — — — _ 
1938 2:0 —5-0 —2-0 —23 27 — — — _ 
1939 5:1 3-1 3-7 1-7 8 — — — — 
1940 68 18 3-5 1-2 — 8 — — — — 
1941 13-2 6-4 9-0 2-0 —13 — - — _ 
1942 21-4 8-2 10-1 1-3 —16 3-7 8-1 18 15-0 
1943 23-7 2-3 6-9 —2-4 12 3-2 2-3 —5-9 18-3 
1944 26-4 2-7 58 0-1 13 28 2:7 0-4 21-0 
1945 21-0 —5-4 0-3 —1-1 12 —1-1 —5-4 —8-1 16-2 
1946 13-1 -—79 —43 1-1 6 —3-5 —79 —26 4-1 
1947 7-7 —53 —08 —3-2 —18 —1-0 —53 2-6 0-0 
1948 9-9 2-1 29 1-7 — 3 0-4 2-1 75 3-3 
1949 7-4 —2:5 1-9 —2-0 - 1 —08 —2°5 —46 1-2 
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EXPORT DUTIES AND THE NATIONAL INCOME 
ACCOUNTS 


I 


Export duties have been known for a very long time. Since the Korean 
war boom of 1951, however, they have become much more significant than 
used to be the case. During this boom, the very high level of the world 
prices of certain primary commodities led to the imposition or increase of 
export duties in quite a number of primary producing countries. This was 
done partly because export duties formed a very useful source of revenue for 
the Governments of these under-developed countries and partly because they 
usually constituted the best anti-inflationary weapon available. In some 
cases the revenue obtained from such duties amounted to almost half the 
total revenue obtained by the Central Governments, or more than 10% 
of the national income of such countries. Since then, the world prices of 
these primary products have declined considerably, and the yield from export 
duties, which are usually on a sliding scale, has fallen even more steeply. 
In view of the fact that in such countries export duties constitute one of the 
most important forms of Government revenue and that their yield is liable to 
fluctuate very considerably, their treatment in the national-income accounts 
of such countries has become a matter of some importance. 

The purpose of this article is to show why there is a need for some changes 
to be made in the present social accounting approach to export duties if 
their economic effects are to be more satisfactorily represented, and to suggest 
a suitable alternative approach. As the problem concerns primary pro- 
ducing countries with relatively under-developed economies, it has received 
comparatively little attention so far. It raises quite a number of analytical 
points, however, which should prove of interest to economists in under- 
developed and more advanced countries alike. 

At present, calculations of national income in these under-developed 
countries are usually in the form of tables of national product, income and 
expenditure rather than in the form of double-entry systems of social 
accounts, because the information available is insufficient to calculate reason- 
ably reliable figures for the various flows within the economy. If there were 
social accounts of the double-entry type in such countries, the relative 
importance of export duties could be more readily ascertained from them and 
the problem discussed in this article would become somewhat less important. 
Even then, however, interesting analytical questions regarding the approach 
to export duties would still remain. 

Social accounting techniques were originally developed in the more 
advanced countries, where, generally speaking, there were no taxes on 
exports. It was convenient, though not in all respects very satisfactory, to 
apply the traditional division of taxation into direct and indirect taxes from 
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the field of public finance to that of social accounting. Where all indirect 
taxes consisted of taxes on some form of domestic expenditure, be it on home- 
produced or on imported commodities, this method was reasonable. It is 
not reasonable, however, when the same approach is applied to export duties, 
merely because they are also indirect taxes. Apart from a few minor 
exceptional cases, their incidence and their general economic effects are of 
quite a different nature. 

Other indirect taxes are taxes on domestic expenditure. When such 
expenditure taxes are imposed, it is usually both the intention and the actual 
result of such a fiscal policy that they should be paid by consumers rather than 
by producers or importers.1_ Although this is by no means always the case, 
they do normally result mostly in an increase of market prices and to a 
much lesser extent, if at all, in a reduction of the prices net of tax which are 
received by the producers or importers. 

Export duties, however, are taxes on commodities which do not enter 
into domestic consumption, and thus do not increase domestic expenditure. 
Their effect may be to raise the world price of the taxed exports, in which 
case they constitute additional receipts from abroad for the country’s exports, 
over and above their factor cost. They should then be viewed as additional 
income from abroad, not as internal transfers like domestic outlay taxes. 
Alternatively, their effect may be not to raise the world price of the taxed 
commodities, but to lower the incomes of their producers, distributors and 
exporters. In that case they should be treated as taxes on income, certainly 
not as taxes on expenditure. Or, of course, their effect may be a combination 
of higher world prices and lower producers’ incomes, so that some inter- 
mediate treatment would appear to be called for. In all these cases it is 
correct to say that, though they are admittedly not part of factor incomes, 
they are nevertheless a very real part of the national income of a country. 

In practice, the type of export duties mentioned in the first paragraph, 
namely those imposed at times of exceptionally high world prices, will 
normally come into the category of taxes on income rather than the category 
of transfers from abroad. Since they are imposed when abnormally high 
profits are being made by producers, they are unlikely to reduce the relatively 
inelastic supply of such primary commodities. So long as they do not 
reduce expected profits below the profits which could be made if production 
were changed to alternative products, they will at the most hinder an expan- 
sion which might otherwise have taken place, but which in any case would 
have been a difficult and lengthy process to carry out. Furthermore, one 
particular country’s exports of primary products will normally have to 
compete with similar products from other countries in the world market, a 
market which in many such cases comes fairly close to the theoretical concept 
of perfect competition. Any attempt by the exporters of one individual 


1 Professor Hicks, for instance, in the system of social accounts proposed in his The Social Framework 
(Second edition, Oxford University Press, 1952) shows indirect taxes on domestic expenditure as 
transfers to the public authorities from consumers and not from producers, so as to stress the fact 
that they are normally paid, and intended to be paid, by consumers as a result of higher market prices. 
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country to pass on an export duty to importers by raising their prices would 
most likely be defeated at once by the competition of other countries. It 
can be safely concluded that the imposition of such export duties is unlikely 
to reduce world supplies significantly, so that the world price will be left 
virtually unchanged and the tax will fall on producers’ incomes rather than 
on importers’ expenditure. Such export duties are, therefore, indirect 
taxes on income and not on expenditure, and a social accounting approach 
which treats them in the same way as taxes on expenditure is wrong. 

Before alternative approaches to this problem are suggested, let us study 
our concepts of national income, national product and national expenditure 
at factor cost more fully and let us see exactly why the present treatment of 
export duties, which excludes them from these estimates at factor cost, does 
not give us a satisfactory picture of the national economy. This can perhaps 
be seen most clearly in the case of estimates of national income at factor cost. 
The income to a country from a taxed export industry’s output is equal to 
the value of its output not at factor cost but at the price obtained from 
foreign buyers. The revenue from export duties is part of the country’s 
export earnings, and it would be available for factor distribution were it not 
for the existence of these duties. Therefore it is economically more en- 
lightening if such revenue is viewed as a part of factor incomes which has, 
however, been taxed away by the Government than ifit is excluded altogether 
asat present. After all, this is not very different from the present accounting 
approach to P.A.Y.E. or to the deduction of income tax from dividends at 
source. Such income-tax payments are included in national income at 
factor cost, despite the fact that they have been deducted at source and have 
never actually become the income of the workers or shareholders concerned. 
They are, so to speak, available for factor distribution, but are in practice 
taken over by the Government before they have been distributed. The fact 
that such income taxes are assessed on net incomes whilst export duties are 
assessed on gross earnings from exports makes a difference in a number of 
respects, but it does not alter fundamentally the economic significance of 
both taxes as taxes on income.! A different accounting approach must 
therefore be found which will permit the inclusion of export taxes in estimates 
of national income, because although they are not part of factor incomes, 
they are part of the national income. Merely using national income 
estimates at market prices instead of at factor cost does not satisfactorily 
solve this problem, as will be shown below. 

The need for this becomes even clearer if we consider not a stable situa- 
tion but one where a substantial rise in the world prices of certain primary 
commodities has taken place and where export duties have been imposed in 
order to covnteract the inflationary pressure which has been generated. 
With the existing approach, the resultant increase in national income is 
under-estimated because that part of the export receipts which goes to the 
Government in the form of export duties is excluded from this total. 


1 In some countries, ¢.g., in Ceylon, export duties have been explicitly recognised as taxes on 
income to the extent of being deductable from income tax liability. 
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Although such a country is obviously better off when the prices it receives 
for its major exports have risen substantially, even though much of this 
increase has been taxed away by the Government and reserved for future 
needs, the national-income estimate does not reflect fully the improvement 
which has taken place. The more effective the Government’s anti-in- 
flationary policy is, the less will be the increase in export earnings which is 
shown in such an estimate. Similarly, when there is a subsequent decline 
in the world prices of such commodities, the reduction of the rates of export 
duties will diminish the impact of the lower export prices on factor incomes 
whilst not diminishing their impact on the national economy as a whole. 
A severe fall in export earnings will thus once again not be adequately 
reflected in the national-income total. We must conclude therefore that the 
exclusion of the revenue from export duties results not only in an under- 
estimation of national income as such, but also in an under-estimation of the 
fluctuations in national income which are taking place. We need a different 
treatment by means of which it can be shown that the national income has 
increased when receipts from export duties have risen, even though the 
income distributed to factors of production may have remained relatively 
stable as a result of the Government’s anti-inflationary policy. Inherent 
instability and the effects of Government policy to counteract it will then be 
much more clearly depicted than they are at present. 

This would have the further advantage of making international compari- 
sons between different countries more meaningful than they are at present, 
particularly with regard to relatively similar economies producing as their 
chief export the same primary commodity. For instance, one such country 
may counteract inflationary pressure from unduly high export prices by 
means of the institution of a marketing board, similar perhaps to the West 
African Cocoa Marketing Boards, which at such times would pay much lower 
prices to domestic producers than it receives from foreign importers. The 
profits from the board’s operations would be included in national income at 
factor cost in the form of profits from Government trading or as profits of 
public corporations. It may be held that, strictly speaking, any profits 
significantly above normal should be treated as Government monopoly 
profits and therefore as indirect taxes. But this is not being done at present, 
and rightly so because such profits are more similar to taxes on income than 
to taxes on expenditure, where such treatment might be justified. Another 
country may be using multiple exchange rates by means of which domestic 
producers could be paid less than is received from abroad, and again this 
gain would normally be included in national income at factor cost. It is 
surely undesirable that a third country’s national-income estimate, merely 
because its stabilisation policy takes the form of an imposition or increase 
of export duties, should exclude this extra income which has been earned by 
the taxed export industry. It is this sort of divergence which makes inter- 
national comparisons so difficult and unreliable. Ifthe revenue from export 
duties were relatively small, such differences in accounting practices would 
perhaps not matter quite so much. But when it is remembered that at 
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times this revenue may exceed 10% of the national income of such countries, 
a more suitable treatment becomes obviously desirable. 

With regard to the concept of national product, it may be thought that 
here, surely, the existing approach cannot be altered because national pro- 
duct at factor cost must exclude from the value of output all indirect taxes, 
whether on domestic consumption or on exports. However, here too, the 
inclusion of export duties in some form will considerably improve the picture. 
When it is borne in mind that in under-developed countries it is the estimate 
of national product at factor cost which is the most reliable (or should one 
say the least unreliable!) and that it is this estimate and not national income 
or expenditure which is mostly used for international comparisons or com- 
parisons over time, it will be realised that it is essential to include export 
duties in it if under-estimation is to be averted. If one accepts the earlier 
argument that export duties are taxes on income, it follows that they must be 
included in some way in the national product total. One method by which 
this could be done would be to calculate national product at factor cost in 
the usual way and then to show export duties as additional but separate 
items at the bottom of the national product table, so that they can be added 
to obtain the final total. 

This would also be a great improvement for purposes of inter-industry 
comparisons, as export duties could now be readily added to the value of the 
taxed export industries’ output. At present, with export duties deducted 
from the value of export industries’ output, such comparisons are misleading. 
They entail comparing industries in which incomes were considerably 
reduced by means of export duties, and whose real contribution to the 
national economy in the form of export earnings is thus seriously under- 
estimated, with other industries in which incomes were not so reduced by any 
Government fiscal policy. It is true, of course, that some under-estimation 
in this sense will also occur when an indirect tax on domestic expenditure 
falls to some extent on producers’ incomes. But if it is agreed that generally 
speaking most indirect outlay taxes fall chiefly on consumers whilst most 
taxes on exports fall chiefly on producers, and that this difference is 
sufficiently: marked to necessitate a different approach to the two types of 
taxes, it follows that the inclusion of export duties in the national product 
total would be no less desirable for purposes of inter-industry comparisons 
than it is for comparisons over time or between countries. 

Regarding the estimate of national expenditure, the present situation 
is also very unsatisfactory. If this estimate is to be at factor cost, indirect 
taxes net of subsidies have to be deducted. This ensures that national 
expenditure will be equal to national income or product at factor cost. 
But the difficulty arises here that, whereas taxes on expenditure tend to 
raise domestic expenditure at market prices and therefore have to be 
deducted for the purpose of factor cost estimates, export duties of the type 
discussed here do not raise domestic expenditure, nor foreign investment 
either. On the contrary, since they tend to reduce factor incomes, they 
bring about a lower domestic expenditure than would otherwise have been 
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the case, unless the revenue from export duties gives rise to such additional 
Government expenditure that it offsets this reduction. Therefore, deduction 
of export duties from the national expenditure estimate leads in a sense to 
double-deduction; explicitly because of their deduction from the market- 
price estimates, and implicitly because, as a result of their income-reducing 
effects, these duties have already reduced the figures for domestic expenditure 
below what they would otherwise have been. This latter reduction should, 
of course, be reflected in the national-expenditure estimate, unless offset 
by increased Government expenditure; but to deduct export duties on top 
of that cannot be justified analytically. Thus we are faced with the difficuliy 
that with the present approach export duties must be deducted from national 
expenditure at market prices in the same way as indirect outlay taxes if we 
want to achieve equality between national income, product and expenditure 
at factor cost, whilst analytically such a procedure is objectionable. 

The kind of difficulty this is liable to create can be seen, for instance, in 
Dr. Benham’s study of the national income of Malaya.! In this he refrained 
from deducting export duties when calculating his estimates of national 
expenditure at factor cost, because he obviously felt that this would be 
analytically incorrect. Since he had, however, deducted export duties 
from his estimates of national product and national income, this procedure 
should have resulted in a divergence between his three sets of estimates, 
That this did not happen is no doubt due to the margin of error which is 
inevitable in national-income calculations in under-developed countries. 
Had he made similar estimates for 1951, when export duties amounted to 
a much more significant proportion of national income, Dr. Benham could 
not have failed to notice this lack of correspondence between his totals for 
national product, income and expenditure at factor cost. How much more 
satisfactory, therefore, if our definitions of these three sets of estimates were 
to be changed so as to permit the inclusion of export duties in all three. 
We could then achieve equality between them and yet deal with each one 
satisfactorily from the analytical point of view. 


II 


What, then, would be the best way of overcoming these various objections 
to the present accounting approach to export duties? There appear to be 
four possibilities. First, to use estimates of national income at market 
prices instead of at factor cost. Secondly, to treat export duties as direct 
taxes, since they are taxes on income rather than on outlay. Thirdly, to 
treat them as transfers or as income from abroad, since they constitute, in the 
purely accounting sense at any rate, an additional receipt from abroad. And 
fourthly, to treat them neither quite as direct taxes nor as indirect outlay 
taxes, but to fit them into the picture differently from both. 

The first possibility is the one that comes perhaps most readily to mind. 
If it is important to include the revenue from export duties in estimates of 
national income, product or expenditure, it may be held that the obvious 
1 Cf. Frederic Benham, The National Income of Malaya, 1947-49 (Singapore), pp. 161 and 167. 
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answer is to calculate these at market prices, which would then include 
export duties. The objection to this approach is that it does not really solve 
our problem in any way. The distinction between indirect taxes on expendi- 
ture and indirect taxes on exports, and also the similarity between the latter 
and direct taxes on income, would still be hidden. Unless attention is 
drawn somehow to the special position of export duties, national income 
estimates, either at market prices or at factor cost, would probably still be 
used in exactly the same way as at present, and misleading conclusions would 
still be drawn. For many purposes it would be important to be able to 
distinguish between a rise in the national income at market prices which is 
the result of increased indirect taxation on domestic expenditure as compared 
with a rise which is the result of increased export prices. Admittedly, 
deflating such figures of national income at market prices by appropriate 
price indices would to some extent correct the situation, because higher 
expenditure taxes would tend to cause a rise in the price index, whilst higher 
export duties would not, but this would not seem to be a very satisfactory 
solution to the difficulties. In the under-developed countries which at 
present impose such export duties, suitable price indices for such purposes 
would also be almost impossible to compile. 

The second possibility is also unacceptable. Although it may seem 
desirable to consider such export duties as direct taxes because they reduce 
incomes rather than raise prices, existing accounting definitions would be 
altered excessively if we included amongst direct taxes a tax which is quite 
clearly an indirect tax, and in factor cost a tax which is clearly not part of 
factor cost. Export duties are not assessed in a similar manner to direct 
taxes, and should therefore not be treated as such. Furthermore, treating 
export duties as direct taxes on gross profits and therefore simply including 
them in “‘ profits from trading,”’ is liable to give such a highly misleading 
picture of the relative income shares which go to profits and to wages 
respectively as to be perhaps even rather dangerous politically. It might 
perhaps be possible to change the present terminology and include such 
export duties together with direct taxes in a new group which could be called 
“taxes not raising prices.” This would raise very awkward problems, 
however. As is well known, some direct taxes do raise prices in marginal 
cases, and the same applies to some export duties. Such a method would 
necessitate very careful research into the incidence of all types of taxes 
before they could be suitably classified. This solution to our problem 
therefore does not appear to be satisfactory either. 

The third alternative is more attractive. Export duties would now be 
considered either as transfers or as income from abroad, and would be 
included in national income at factor cost.1_ There are two major objections 
to this approach. First, by treating export duties either as transfers or as 


1 Cf. J. R. Hicks, op. cit., p. 246 and footnote. Professor Hicks, who recommends the transfer 
approach in his system of social accounts, discusses only domestic indirect taxes, which incidentally 
fall on exports, and can therefore be treated as being paid by foreigners. His treatment is perhaps 
justified in relation to the United Kingdom, which has no export duties of the kind discussed here, 
but it should not be applied to all export duties. 
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income from abroad, the impression is given that they have led to an 
equivalent rise in world prices and are thus paid by foreign importers. As 
has been explained above, this is normally not the case. From the purely 
accounting point of view it may be satisfactory to treat them as an additional 
receipt from abroad, but from the analytical point of view it is far more 
correct to treat most of them as payments from producers in the exporting 
country. Secondly, by showing export duties in the same way as other 
transfers from abroad, or in the same way as other income from abroad, no 
attention is drawn to the fundamental differences between them. Professor 
Meade’s division of foreign transfers into either unrequited or capital transfers 
helps to explain the former. Export duties are certainly not capital trans- 
fers, and they are not unrequited transfers either because the foreign buyer 
receives value for his payment. He has to pay a given world price for these 
exports, and the fact that in some countries part of this price may represent 
Government revenue from export duties instead of income of exporters is of 
no relevance at all to him. Therefore export duties should not be viewed 
as transfers but as current income resulting from current productive activity. 
On the other hand, they should not be treated as income from abroad either, 
because export receipts (inclusive of export duties) are the return for the 
export of domestically produced commodities, whilst income from abroad is 
the return for the use abroad of domestically owned factors of production. 
This would appear to constitute a fundamental difference. In view of 
these two major objections, we must conclude that the treatment of export 
duties as transfers or as income from abroad is unsatisfactory and gives rise 
to misleading results. 

The fourth possibility is to show export duties in a way which falls, so 
to speak, midway between the usual approach to direct and indirect taxes. 
In other words, they are treated neither quite like direct taxes on income nor 
quite like indirect taxes on expenditure, but differently from both. They 
are simply added as separate items to the calculations of national income or 
national product at factor cost, and are not deducted from national expendi- 
ture at market prices when other indirect taxes are deducted. The resultant 
totals would then be the correct totals of national income, product and 
expenditure for most purposes and there would be neither double-counting 
nor double-deduction as far as export duties are concerned. 

With regard to the national-income estimate, this would mean that we 
first calculate ‘‘ national income at factor cost ”’ in the usual way. To this 
is then added “‘ revenue from export duties.” The resultant total could 
simply be called ‘ national income” without any additional qualifying 
phrase, since it would be quite obvious from such a table that the term 
“national income ”’ stands for national income at factor cost plus export 
duties. 

A similar method could be applied to the estimate of national product. 
A suitable approach would be to proceed at first as at present, so as to obtain 


1 J. E. Meade, The Theory of International Economic Policy. Vol. I: The Balance of Payments 
(Oxford University Press), p. 4 et seq. 











ons ck OU6>-:.h CUR. 26 ce 


"Ra clr fr ee 2848 8 4&4 & s wee as 


os’ es Ss mf wm & 


Se S&S fe 





or 
ey 
di- 


int 


nd 
ing 


we 


uld 


ing 
ort 


ict. 


2 5 








1956] EXPORT DUTIES AND THE NATIONAL INCOME ACCOUNTS 81 


the “‘ net national product at factor cost.’” To this should then be added 
“revenue from export duties.” This might be split up, if necessary, into 
the major types of export duties, so that they can readily be added to the 
value of individual export industries’ output for inter-industry comparisons. 
The resultant total could simply be called ‘‘ net national product.” 

As regards the estimate of national expenditure, export duties should be 
included here too. Therefore, only indirect taxes on expenditure, net of 
subsidies, should be deducted from the national expenditure at market 
prices. ‘The resultant total could be called “ national expenditure,” but 
in this case it might be advisable to add a footnote to the effect that this term 
represents national expenditure at factor cost plus export duties. 

We have so far tended to concentrate on export duties which do not raise 
the world price of the taxed commodities but which lower producers’ incomes. 
In some cases, however, they may admittedly not have this effect but may 
fall entirely on importers’ expenditure. This applies particularly to export 
duties which are designed to exploit monopoly advantages vis-d-vis importing 
consumer countries. It also applies to those domestic outlay taxes which 
incidentally fall upon exports and thus raise export prices; provided 
attempts can be made to identify them separately, as was done, for instance, 
in the last of the United Kingdom White Papers. Such types of export 
duties might perhaps be treated as transfers from abroad, though many of 
the objections raised above to such an approach would still apply. The most 
common case, however, would probably be the one where export duties 
combine both effects, i.e., where they mostly reduce producers’ incomes but to 
some extent also raise world prices. The use of different methods or termin- 
ology in dealing with export duties, depending on their precise incidence, 
would clearly be very undesirable, as it would make the whole procedure 
extremely clumsy and difficult, and would necessitate careful research into 
the precise incidence of such duties. In practice, if the last of the above four 
alternative approaches is adopted, there is no need to distinguish between 
these different types of export duties. If they are all added or included in 
the way suggested here, they are treated in an analytically suitable manner 
no matter whether in fact they fall on importers’ expenditure or on exporters’ 
incomes or on both. Government revenue from export duties gives rise to 
an addition to the national income over and above income at factor cost just 
as much when this revenue is received from domestic producers as when it is 
received from foreign importers. The only important difference is that in 
the former case it will have reduced factor incomes, whereas in the latter case 
it will not, and this effect will still be correctly shown in such national-income 
estimates. 

Exactly the same arguments, only vice versa, can be applied to the treat- 
ment of export subsidies. All types of export subsidies can be treated in the 
national accounts in a similar, though opposite, fashion to the one recom- 
mended above for export duties. They should be deducted from national 
income at factor cost in order to obtain “‘ national income.’’ They should 


be shown as a separate item, if necessary divided into the major kinds of 
No. 261.—VOL. LXvI. G 
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export subsidies, and deducted from net national product at factor cost in 
order to obtain the “ net national product.” Finally, they should not be 
added to national expenditure at market prices, as other subsidies are added, 
when we are calculating the total for ‘‘ national expenditure,” which will 
therefore represent national expenditure at factor cost plus export duties net 
of export subsidies. 

The chief advantages of the method which has been proposed here might 
perhaps be briefly summarised. First, it includes export duties in the 
national aggregates and excludes export subsidies from them, thus preventing 
under- or over-estimation. Secondly, it yields aggregate totals which are 
much more comparable to those of other countries with different stabilisa- 
tion policies. Thirdly, it makes comparisons over time or between industries 
more reliable than they are at present in such countries. Fourthly, it deals 
with export duties and subsidies in a way which still permits the national 
income and product at factor cost to be clearly shown, and thus it depicts 
the state of the national economy in a manner which permits the investigator 
to get a better picture of factor incomes, on the one hand, and of national 
income, on the other. Finally, it does all this in a way which is analytically 
correct and yet does not substantially interfere with or alter present social- 
accounting definitions. 

In conclusion, this proposed treatment of export duties and export sub- 
sidies is now illustrated by means of specimen tables of national product, 
income and expenditure. The figures used in these tables are fictitious. 
They are meant to represent an under-developed country in which there are 
two export duties, one on an agricultural and one on a mineral product, and 
one export subsidy to an agricultural product. It must be stressed, however, 


TABLE [ 
National Product 








At factor cost. | £ million. 

Agriculture, forestry and fishing . ‘ : : : ; : | 170 
Mining and quarrying ‘ ; ‘ ‘ ‘ ‘ ; a 60 
Manufacturing . ; ‘ ; : : : : af 45 
Building and contracting : : : ; : ; : sf 35 
Transport and communications . ‘ ‘ . . ‘ 4 40 
Gas, electricity and water . ; ° : ; : : : 15 
Government services . . : ; : : . : ; 45 
Other services. : . ; : , ; : ’ 50 
Rent of all dw elling-houses , ‘ ; . : 3 ; : 10 

Gross Domestic Propuct at Factor Cost. ; ‘ . 470 
Less Depreciation and capital consumption . ‘ ; , . | —20 

| 

Net Domestic Propucr at Factor Cost : é ; ‘ 450 
Revenue from export duties on agriculture. : , ‘ -4 40 
Revenue from export duties on mining . : : ; j ‘ 15 
Less Export subsidies to — ‘ ‘ ; , : : —15 
Less Income paid abroad. ; ; : ‘ ‘ : —10 


Net NATIONAL PRODUCT 
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Taste II 
National Income 
£ million 
Wages and salaries, including police and military forces . ‘ , 180 
Incomes of own account workers in primary industries. : 105 
Incomes of other own account workers, sole traders and partnerships 55 
Profits of companies . , ; ; ; : 90 
Profits of public enterprises . . ; : ; ‘ ; ; 5 
Rent of land and buildings . Z ; ; : : ; * 15 
Less Income paid abroad. ; ‘ . : ; ; ‘ —10 
NATIONAL INcoME AT Factor Cost ; é ‘ 440 
Revenue from export duties, net of export subsidies ; ; . 40 
NATIONAL INCOME . . : ; : ° r ; ° 480 
Tase III 
National Expenditure 
At market prices, £ million. 
Personal consumption . . . ‘ . : 420 
Public authorities’ current expenditure . ‘ a ; ‘ . ; 65 
Net domestic capital formation . : , ‘ ‘ a : 45 
Net foreign investment . ; ‘ , ‘ ; ‘ ‘ 10 
Less Net grants from abroad ; ; ‘ ‘ : ‘ ‘ —15 
NATIONAL EXPENDITURE AT MARKET PRICES. ‘ ; 525 
Less Indirect taxes, net of subsidies, on domestic expenditure ‘ . —45 
NATIONAL EXPENDITURE * ° ° . . ° ‘ ° 480 








* The final total for national expenditure represents national expenditure at factor cost plus 
export duties net of export subsidies. 


that in practice the national accounts could be calculated in this manner 
only in very few, if any, under-developed countries because the available 
information would be insufficient for this purpose, and many round-about 
methods and subterfuges would normally have to be resorted to in order to 
obtain the national-income totals.? 
P. W. SHERWOOD 
University of Malaya. 


1 For an illustration of some of these difficulties, reference should perhaps be made to Dr. 
Benham’s The National Income of Malaya, 1947-49, op. cit. 








DEPRECIATION WITH SPECIAL REFERENCE 
TO TRANSPORT 


In view of the relative importance of depreciation as a cost of industrial 
output, it is surprising how little attention has been given to the subject from 
the economist’s point of view.1_ This would seem to justify the following 
somewhat rudimentary treatment of the subject, with special reference to 
one particular sphere of economic activity, namely transport. 

The scheme of the article is as follows. First, some outstanding causes 
of the depreciation in value of capital equipment and other assets are dis- 
tinguished and classified. Secondly, attention is drawn to alternative aims 
or objects which may be adopted when determining depreciation policy, one 
particular aim being defined and selected for the purpose of this article. 
Finally, the methods of providing for depreciation which seem to follow, both 
from the classification of its causes and the adopted aim, are set out. Unless 
otherwise stated, it is assumed throughout that the general level of prices is 
stable, and no attention will be given to the possible effects of taxation upon 
depreciation policy. 


I. CLASSIFICATION OF THE CAUSES OF DEPRECIATION 
The principal causes of depreciation in the value of assets may be con- 
sidered under four broad headings, namely: 


(i) physical wear and tear resulting from use, 

(ii) physical deterioration resulting from exposure to the elements, 
essentially a function of time rather than use; 

(iii) the expiration or running out of such legal rights as leases and 
licences; and 

(iv) the falling away over time of the demand for particular trans- 
port services provided by the assets in question. This item is, of 
course, usually referred to as obsolescence. 


A few comments on the precise character of these four causes seem worth 
making. 
1. Physical Wear and Tear Resulting from Use 


This cause consists solely of such wear and tear as results from use. By 
reducing an asset’s future technical capacity to serve, it also reduces its future 
earning power, and therefore its value. Funds put aside in correspondence 
with the useful life or revenue-earning capacity that is taken out of such asset 
are in the nature of a “‘ user ”’ cost, in that they will vary with the amount of 
service provided. One example of this kind of depreciation is the actual 
wearing out of tyres (rubber or steel), brake-blocks or other parts of any kind 
of rolling stock, which results from vehicle-miles actually operated. It 


1 There is, of course, The Depreciation of Capital, by R. F. Fowler, to which the author is duly 
indebted. 
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should be pointed out, however, that this cause is only operative when 
opportunities exist for profitably using the assets to the point at which they 
are technically inefficient and require replacement because they are “‘ worn 
out.” For if, because of a rapid falling off of demand, the asset has to be 
scrapped before it is technically worn out, then it is irrelevant whether the 
asset is greatly worn or only partially so—apart from any possible second- 
hand or scrap value; the more powerful factor of obsolescence has rendered 
physical wear and tear irrelevant from the economic point of view. 


2. Physical Deterioration Resulting from Exposure to the Elements 

In contrast to the deterioration which takes place as a result of use, 
much transport equipment—notably station buildings, bridges and viaducts, 
road surfaces, important parts of the railway permanent way—being con- 
tinually exposed to wind and weather, deteriorates with the passage of time. 
The extent of deterioration, and therefore of depreciation, is in this case 
essentially a function of time. From the economic point of view, the impor- 
tance of distinguishing between (i), which is a user-cost, and (ii), which is a 
time-cost, hardly needs emphasising.? 


3. The Expiration of Certain Legal Rights, such as Leases, Patents and Licences 
This cause of depreciation comes into play in many branches of industry 
besides transport. In transport, it arises especially in the case of the expira- 
tion of various types of licences. It is essentially a function of time, and 
should be treated as such. 


4. Depreciation in Value due to Changes in Demand 

So far we have only considered falls in value due to changes on the side 

of supplying the services. There may, however, be a slackening or even 
cessation of demand for such services, causing corresponding falls in the value 
ofequipment. Such falls in demand may be due to a variety of causes, which 
are, I think, worth distinguishing. First, there may be technical progress 
within the transport industry itself, leading to the provision of additional 
transport services which are cheaper or better than existing ones ;_ historically, 
this has been a most potent cause of the depreciation in value of existing 
assets. Secondly, technical advance in industries other than transport, by 
changing relative prices, may at any time deprive transport agencies of 
patronage. A third cause of depreciation under this heading is when 
demand itself changes, quite apart from changes in relative prices. People’s 
1 It is sometimes inferred that this second kind of depreciation, because it is dependent on 
time, can therefore be regarded as an “‘ overhead” cost, and “‘ independent of the volume of 
traffic.” In a sense this is true, but only to a very limited extent and in the short run. For in 
the long run the magnitude of these particular time and (alleged) overhead costs depends upon 
the amount of equipment exposed to the elements, which in its turn depends for the most part upon the 
capacity for which provision is made. A railway may wish to maintain either large and elaborate 
station buildings or small and simple ones, according to the volume and character of the traffic 
expected. It may have much or little rolling stock, again according to the maximum amount of 
traffic provided for at any one time. Provision for this type of depreciation is therefore essentially 


in the nature of a “‘ capacity” cost, and will remain constant only in so far as the capacity for 
which equipment is maintained remains so also. 
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tastes and habits change over time, and this may lead to a fall in the demand 
for transport in general or for particular kinds of transport. Yet another 
cause of the depreciation in the value of transport equipment is when such 
natural resources as mines, quarries, oil wells or forest areas are exploited to 
the point of exhaustion, so that the roads, canals or railways serving them 
become correspondingly valueless. 

So much for the main causes of the depreciation in value of various types 
of transport equipment. 


II. ALTERNATIVE AIMS AND Osjects OF DEPRECIATION PoLicy 
Before discussing the bearing of the above classification of the causes of 
depreciation upon the methods of providing therefor, it is necessary to define 
the assumed aim or object of such provision. For there is nothing fixed or 
inevitable about that; it is essentially a matter of choice. One aim, for 
example, might be to maintain, by means of periodic replacement, the long- 
run money value of an originally acquired asset or series of assets. An alterna- 
tive aim might be to greatly enhance an undertaking’s money value or 
revenue-earning capacity over a period of years, to ‘‘ plough back ”’ profits, 
save and invest. It has been a conspicuous feature of many successful one- 
man businesses that the owner has managed to “‘ build up ”’ his business out 
of profits. A third course might be to make no attempt either to fully main- 
tain or to enhance (out of revenue) an asset’s or undertaking’s value, but to 
allocate net earnings to profits and distribution, making little or no provision 
for the future. Let us assume that we select the first of these objectives— 
that is the maintenance, in the long run, of the value or revenue-earning 
prospects (in terms of money income) of a given asset, or series of assets, in 
the first of which a given sum of money was invested. If we keep to our 
assumption of a stable price level (including the rate of interest), this is 
tantamount to aiming at the accumulation, during the revenue-earning life 
of a particular asset, of the sum originally invested in it, less scrap value. 
Only sums earned over and above this amount would be available for distri- 
bution in the form of profits. 

But that only gives us what the éofal depreciation allowance during the 
whole of an asset’s economic life should amount to. In view of the consider- 
able longevity (both technical and economic) of so much transport equip- 
ment, notably in the railway and shipping industries, there is the additional 
decision to make, that of how to spread the total depreciation allowance 
required over the period that elapses between the times of investment and 
abandonment. How much of it should be put aside after the first, second 
and subsequent accounting periods? It is therefore proposed to add to the 
first and overriding objective, that of putting aside in each accounting period 
a sum sufficient to compensate for the loss of value which has been sustained 
during that period. Thus if the capital value of the asset during an initial 
accounting period has fallen from £1,000 to £800, whether due to wear and 
tear or changed public demand, then the aim would be to put aside £200 in 
respect of that depreciation. So that if the aim were consistently realised, 
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the value of the asset itself plus the value of whatever had been put aside (and 
possibly invested) on account of depreciation would, at the end of any given 
accounting period, together amount to the original value of the investment. 
The problem, therefore, of deciding what amount should be put aside at the 
end of each accounting period on account of depreciation is simply that of 
assessing the loss of value sustained during that period, the new (lower) value 
of the asset in question being based on the best estimate available of its future 
revenue-earning capacity. What considerations, then, should determine the 
actual amounts to be allocated to a depreciation fund in order to achieve 
these two objectives? What follows is an attempt to answer that question. 


III. Metuops oF PROovIDING FOR DEPRECIATION CONSISTENT WITH 
Ams DEFINED ABOVE UNDER II 


Taking first as our accounting period the whole revenue-earning or 
economic life of the asset concerned, whatever that may be, then the aim 
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would be to put aside and invest on account of depreciation a sum (less scrap 
value) sufficient to replace the old asset with another of no less value than the 
original asset. Assuming a stable price-level, an asset bought for £1,000 
would require that sum to replace it. This is shown in Fig. 1, the line AB 
denoting the level of the unavoidable annual costs of operating the unit, and 
CD the level of gross earnings. Let us assume that at the time of the invest- 
ment it was hoped that the area CAO, which represents the total surplus earned 
during the asset’s life over and above inescapable working expenses, would 
be sufficient to meet the following items: 


(i) interest on debenture or fixed-interest-bearing stocks ; 
(ii) full depreciation ; 
(iii) distributed profit on Ordinary Shares. 


Let us assume, further, that in the event of failure to earn sufficient to meet 
all these three claims on net revenue, the order of priority for payment 
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would be strictly as given, profits having a lesser claim upon revenue than 
depreciation and interest on debenture stocks. Thus, what is allocated to 
Depreciation is in direct competition with profits in the sense that the more 
that goes to Depreciation, the less is available for Profits. Assuming our 
** accounting period ”’ to be synonymous with that of the whole economic life 
of the asset, the decision as to how to allocate the surpluses earned arises only 
once. A total surplus would be available, and it either would or would not 
be enough to provide for debenture interest, adequate depreciation, and 
anticipated profit. Things being as they are, however, whereas the account- 
ing period is usually one year only, the economic life of many important kinds 
of assets may be much more than this, so that there is the additional problem 
of how much to allocate on account of depreciation at the end of the first, 
second and subsequent years. 

As already explained, given our assumptions as to the aims of depreciation 
policy, the appropriate sum to be set aside during each accounting period 
should as nearly as possible reflect the difference between the value, or future 
revenue-earning prospects, of the asset at the beginning and at the end of 
that period. In making this estimaté it is clearly necessary to have regard 
both to past events, such as the wear and tear that has taken place during the 
period in question, and to any changes that may have taken place which 
would justify a revision of the assumptions originally made as regards the 
future course of costs (AB) and revenues (CD) ; indeed, to all the factors that 
may have affected the value of the assets in question. It is therefore pro- 
posed to take each cause of depreciation referred to above separately, and in 
turn, and to examine what method of depreciation is appropriate to each. 


1. Physical Wear and Tear Resulting from Use 


Let us imagine that we have an asset the sole cause of whose depreciation 
is wear and tear from use. The amount set aside on this account depends 
essentially on the amount of work (often expressed in transport in terms of 
vehicle-miles operated) which the asset has been called upon to do. The 
more work done, the less technical (and in this case also the less economic) 
life is left for future exploitation. So long as the technicians know just how 
much “‘ life ’’ has been taken out of the asset during the period in question, 
there should be little difficulty in assessing how much should be set aside on 
this account. On the assumption that the technical efficiency and revenue- 
earning capacity of the asset is not affected until it is actually worn out and 
demands replacement, a first approximation would be to put aside sums in 
proportion to the life that has been used up or taken out of the asset during 
the period in question. A strict adherence to this practice, however, would 
in fact be placing an undue burden on the early years. For the value lost 
in an early year represents the loss of the services which would otherwise 
have been rendered at the end of its life, that is the present valuation of those 
possibly ‘‘ distant’ potential services only. And the present value of a 
service to be given at a more distant future time is less than the value of one 
to be given at a not so distant future time. This factor would seem to 
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justify putting aside somewhat less in the earlier than in the later years of an 
asset’s life, the actual amount depending on the rate at which future earnings 
or benefits are presently discounted. ‘‘ Pure’ wear and tear due to use 
would seem therefore to justify an allocation which would increase, however 
slightly, during the life of the asset concerned. 

But in most kinds of transport equipment there are two other factors 
which work strongly in the opposite sense, and point to the necessity, if we 
remain true to our objectives, of putting aside much /arger sums in the earlier 
than in the later years of an asset’s life. The first of these derives from the 
well-known fact that most power units tend to become more expensive to 
operate with age and as wear and tear takes its toll. In the case of most 
motor vehicles, for example, in the early years of their life running repairs are 
relatively low, and petrol and oil consumption similarly so. But as time goes 
on, minor repairs increase and major repairs have to be undertaken, whereas 
petrol and oil consumption tend to rise. Thus, even if revenues earned per 
vehicle-mile remained constant, ‘‘ net ’’ earnings would tend to be less in the 
later than in the earlier part of such asset’s useful life. This case is illustrated 
in Fig. 2 below: 
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As in Fig. 1, CD represents the level of gross earnings over time, whereas AB 
represents the level of the costs of operating the unit. It will be observed 
that by half-way through its useful life (at X5) the vehicle’s prospects of 
earning net revenue have been reduced by far more than half. The area 
(;4,0 is much less than half CAO, which represents the total net anticipated 
earnings of the asset during the whole of its life. For this reason larger sums 
should be set aside in the first half than in the second half of its life, and in the 
earlier than in the later years. 

The second factor pointing in the same direction derives from the fact 
that the quality and reliability of the services rendered tend to deteriorate 
with increased wear and tear,! with the result that both the gross and there- 


1 This cause of a fall in value should be distinguished from obsolescence, which is dealt with 
below. It is neither due to technical change nor to changed demand. It derives solely from the 
vehicle in question giving a less good quality of service towards the end of its life than at the 
beginning. 











90 THE ECONOMIC JOURNAL [MARCH 
fore the net revenue earned in the later part of its useful life may be definitely 
less than in the earlier part. This case is illustrated in Fig. 3. In this case 
costs are assumed to remain stable, but the level of gross revenue falls, 
Again, much more than half (or a quarter) of the asset’s capacity to earn net 
revenue has disappeared by half (or a quarter) way through its life, which 
would seem to justify putting aside more on account of depreciation in the 
earlier than in the later years of the asset’s life. ‘These two factors operate 
with such force in the case of most kinds of road vehicles as far to outweigh 
the case for shifting the burden forward on account of the discounted value 
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of future services referred to above. So much for depreciation allowances 
on account of the “ user-cost ’’ or wear and tear resulting from work done. 


2. Physical Deterioration Due to Exposure to the Elements and Other Purely 
Time Factors 

As in the case of wear and tear from use, the need for making depreciation 
allowances on this account only arises if the assets concerned are going to 
be wanted beyond the time when replacement for these reasons becomes 
necessary. The amount to be set aside in any accountancy period will 
depend essentially on the length of that period in relation to the total time 
after which replacement will be required. Thus, subject to the qualification 
regarding the discounted value of the services to be rendered referred to in 
the last section, provision for depreciation is in this case essentially a function 
of time as opposed to “‘ user.”” Here again, however, the two factors tending 
to reduce “ net ” earnings in the later part of an asset’s life may come into 
play. As the result of the physical deterioration that takes place over time, 
not only may it become more expensive to operate a vehicle or maintain a 
roadway, but the quality of service given may also decline substantially. 
Here again there is a strong tendency for costs to increase and for revenue to 
go down, in this case with the passage of time instead of with increased use. 
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And its significance in relation to depreciation is the same. It provides both 
the means and the need for putting aside more in the earlier than in the later 
years of an asset’s economic life. 


3. The Expiration of Legal Rights Such as Leases and Licences 


In so far as the expiration of any purchased legal rights is directly related 
to time, the same considerations apply to their depreciation as to other purely 
time factors. Although, in contrast to the last two cases, whereas regard 
should again be given to the discounted value of services to be rendered in a 
distant future, the questions of rising costs or falling revenues over time do 
not arise. 


4. Depreciation Due to Changes in Demand 


We now come to the problem of providing for such depreciation in value 
as occurs as the result of changes or anticipated changes in demand. These 
changes in demand may stem from at least four different sources. First, 
there may be technical change within “ the industry ”’ itself, e.g., better 
buses causing existing buses or tramways to become less wanted, and there- 
fore less profitable. Secondly, there may be technical change outside the 
industry, causing a change in the relative prices of transport and other 
competing channels of expenditure, ¢.g., television or radio competing with 
other forms of entertainment which involve travel. Thirdly, changes in 
taste quite apart from any changes in relative prices. Finally, changes in the 
demand for transport due to changes in the supply and location of natural 
resources, ¢.g., the exhaustion of mineral workings. Because so much in all 
these cases depends on estimates of future trends in demand, there are probably 
greater difficulties in making “ correct ’’ depreciation allowances here than 
in the cases already considered. 

We are here dealing solely with such falls in value which are due to 
changes or prospective changes in demand. It is assumed that the quality of 
the services provided do not deteriorate, nor do operating costs increase. 

Fig. 4 illustrates the case in point. As in the other Figures, investment 
takes place-at XY. The level of the costs of working the unit (indefinitely) is 
represented by the line AB. The level of revenue which was expected to be 
earned at the time of investment is again represented by the line CD. At 
the time of investment it was hoped to earn sufficient revenue out of the area 
CAO to meet fully this item of depreciation due to changes in demand. 
Given our assumption of a stable price-level, there is no difficulty as to how 
much the fotal allocation towards depreciation should amount to. As 
regards spreading such allocations between different times, assuming that 
eventualities take their expected course, and that revenues fall in the manner 
expected, ¢.g., along COD, it is clear that, as in previous cases already dealt 
with, far larger surpluses are being earned in the earlier than in the later part 
of the asset’s life. Also a larger proportion of the asset’s total capacity to 
earn revenue is being lost in the earlier than in the later years of its life. At 
the end of the fifth year, for example, its total future revenue-earning pros- 
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pects (C;A4;0) are substantially less than half what they were at the outset. 
This calls for much larger allocations to depreciation in the earlier than in 
the later years. Indeed, in the later years it would not be possible to earn 
anything like what it would be necessary to put aside per annum on an 
average, in order to build up the requisite and necessary amount. Ofnecessity, 
therefore, more should be put aside in the earlier than in the later part of 
the asset’s revenue-earning life, the actual amounts per accounting period 
reflecting the fall in value that has taken place as the result of reduced future 
revenue-earning prospects. 

But there is never any certainty either that demand will take the course 
originally forecast or indeed that the asset will earn the total net revenues 
originally expected of it at all. It is the effect that these unexpected changes 
in demand should, in the writer’s view, have upon depreciation policy that 
will now be considered. 
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Let us suppose that after the fifth year of operation the demand for the 
services provided by the unit unexpectedly and drastically fell off, so that by 
the end of the sixth year revenue had fallen below the level of working costs. 
This turn of events is illustrated in Fig. 4 by the level of revenue at C; turning 
downwards along the line C;D,. It will be seen that the results of this fall are, 
first, that the asset would have to be abandoned as being no longer capable of 
earning any surplus revenue whatever after the sixth year of operation, and 
secondly, that the total surplus earned by the asset during its economic life 
would have been reduced to the area CAA,C, instead of the expected CAO. 
What effect should this changed demand have upon depreciation allowances? 
Much depends, of course, upon the time at which it became apparent that 
this change in demand was going to take place. Suppose, for example, at 
the end of the first accounting period (at X1) it was clearly foreseen that 
demand would in all probability fall off after the fifth year in the manner 
suggested. This changed view of the future would in itself, it is suggested, 







































S-2 


—eagTu ss =. 








Tse 
ues 


ges 
hat 


the 


sts. 
ing 
re, 
> of 
ind 
life 
10. 
es? 
hat 


at 
hat 











93 





1956] DEPRECIATION WITH SPECIAL REFERENCE TO TRANSPORT 


justify larger allocations to depreciation. For during the accountancy period 
in question, the future revenue-earning prospects of the asset had diminished 
substantially and a commensurate depreciation allowance should be made. 
Indeed, the amount of depreciation to be paid in all subsequent years 
might have to be stepped up substantially above the level originally planned. 
Were it thought, on the other hand, that demand would fall away along C;D, 
only, it would not have to be stepped up so much. Similarly, were future 
prospects to improve and net revenues larger than originally planned for 
were now forecast (say along C;D3 or even C;D,), there would at least be 
justification for reducing depreciation payments below what had been origin- 
ally planned and to that extent for paying higher dividends also. 

In short, if, during any one accounting period, “‘ confidence” in the 
future net earnings of an asset declines, that in itself would seem to justify an 
increase in the depreciation allowance, whether that confidence derives from 
revised estimates of the future course of demand or indeed of the future supply 
price of working costs. Similarly, if future prospects increase, smaller 
allocations towards depreciation are equally justified. 

It has so far been assumed that the change of view of the future course 
of demand took place at the end of the first accountancy period (at X1), so 
that consequential adjustments in depreciation policy could be made forth- 
with, But it often happens that changes in demand take place suddenly and 
unexpectedly. Suppose, for example, the fall of demand down C;D, had not 
been foreseen until the end of the fourth (at X4) or even fifth (X5) accounting 
period, then it might be too late to find sufficient revenue to replace the loss 
in value sustained, even if no payment of dividends were made. An 
unrecovered loss in value would have been sustained, and the objective of 
maintaining the original value of the asset would not have been achieved. 
Thus, the sooner any deviation from originally expected demand can be 
foreseen, the greater the chance of being able to make the adjustments 
required by that objective. 

To sum up, depreciation as a cost cannot be measured in terms of money 
apart from some defined objective. Given an objective, however, then it can 
be determined or rather estimated in the light of three quite different factors. 
The first of these is wear and tear, resulting from use—a “‘ user’ cost. The 
second, is wear and tear due to exposure to the elements—essentially a 
function of time, as opposed to use, though related to the maximum 
capacity for which equipment is provided. The expiry of legal rights, being 
iso a function of time, requires somewhat similar treatment to the latter. 
finally, anticipated changes in future demand, for whatever cause, may have 
drastic effects upon capital values, and therefore have a direct bearing upon 
what should be set aside in respect of depreciation. 


G. J. PonsonBy 
London School of Economics. 











SOME NOTES ON THE “TRANSFORMATION PROBLEM”! 


Tue debate initiated by BOhm-Bawerk on the alleged “ great contradic. 
tion’ between Volume I and Volume III of Marx’s Capital has by no 
means been resolved to the satisfaction of all parties. In one form or 
another, and with various degrees of sophistication, a number of aspects of 
the question continue to be hotly disputed to-day. In particular, literature 
on the so-called “ transformation problem” has multiplied considerably 
since Paul Sweezy drew the attention of English-speaking readers to it in 
1946 in his Theory of Capitalist Development.* 

The present article sets out to do three things. First, it examines Marx’s 
own discussion of the transformation of “‘ values ”’ into “ prices of produc- 
tion,” dealing in particular with the meaning which ought properly to be 
ascribed to his famous statement that “ total values equal total prices of 
production.” Second, it reviews two solutions of the “ transformation 
problem ” which have recently been put forward, and suggests an alternative 
method of solution which (it is submitted) illustrates more effectively than 
the others the essential point which Marx was trying to make. Third, it 
says something about an important gap in Marx’s argument which still 
remains after the “‘ transformation problem ” has been solved. 

* Profit”, wrote Marx, “is... that disguise of surplus-value which 
must be removed before the real nature of surplus-value can be discovered. 
In the surplus-value, the relation between capital and labour is laid bare.” 
In Volume I of Capital, therefore, Marx presents us with an analysis of 
surplus value stripped of its disguise. In this first stage of his argument the 
surplus value produced in each branch of industry is assumed to accrue to 
the capitalists in that branch in the form of a net gain. Now, since the only 
possible source of this surplus value, according to Marx’s account, is the 
surplus labour performed by the labourers actually employed on the job, 
it follows that the ratio of net gain to capital must be unequal in cases where 


1 IT acknowledge with thanks valuable criticisms of the original draft of this article made by 
Mr. M. H. Dobb, Mr. A. L. Wright and Dr. G. A. P. Wyllie. None of these, however, must be 
held responsible for any errors which remain. 

2 See Sweezy, The Theory of Capitalist Development (London, 1946), pp. 109 ff.; Ladislaus von 
Bortkiewicz, Value and Price in the Marxian System (reprinted in International Economic Papers, no. 2, 
1952) ; Bortkiewicz, On the Correction of Marx’s Fundamental Theoretical Construction in the Third Volume 
of “‘ Capital” (reprinted as an appendix to Sweezy’s edn. of Bohm-Bawerk’s Karl Marx and the Close 
of his System and Hilferding’s Béhm-Bawerk’s Criticism of Marx (New York, 1949)); J. Winternitz, 
** Values and Prices: A Solution of the So-called Transformation Problem ”’ (Economic JOURNAL, 
June 1948, p. 276) ; K. May, “ Value and Price of Production: A Note on Winternitz’s Solution” 
(Economic JouRNAL, December 1948, p. 596) ; Joan Robinson, in a review in Economic JouRNAL, 
June 1950, p. 358; Rudolf Schlesinger, Marx: His Time and Ours (London, 1950), pp. 139 ff.; and 
M. H. Dobb, A Note on the Transformation Problem, in On Economic Theory and Socialism (London, 1955), 
p. 273. 

3 Capital, Vol. III (Kerr edn.), p. 62. 
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the organic composition ! of the capitals concerned is unequal.? In actual 
fact, however, the rates of profit in the different branches tend towards 
equality under developed capitalism, and the organic compositions of capital 
tend if anything towards greater inequality. It is evidently necessary, there- 
fore, that the Volume I assumptions should be removed at a later stage in 
the proceedings, and the effect of their removal upon the Volume I con- 
clusions duly examined. . 

The assumptions are removed in Parts 1 and 2 of Volume III, where the 
question of the relations between surplus value and profit is considered. In 
actual fact, Marx argues, the amount of profit which the capitalists in each 
branch of industry receive must be sufficient to yield them the average rate 
of profit on the fotal quantity of capital which they employ, so that in the 
majority of cases the amount of profit they receive will differ from the 
amount of surplus value actually generated in their own branch of industry. 
But this does not mean that the Volume I analysis is vitiated. On the 
contrary, Marx believed that without this analysis political economy would 
be left “‘ without a rational basis.” * For, according to him, the profit 
which the capitalists in each branch of industry receive must be conceived 
as accruing to them by virtue of a sort of redivision of the aggregate surplus 
value produced over the economy as a whole. This aggregate surplus value 
is, as it were, reallocated among the different branches of industry so that 
the capitalists in each branch share in it not in accordance with the amount 
of capital they have spent on wages but in accordance with the total amounts 
of capital they have severally employed. Without the Volume I analysis 
to determine the magnitude of this aggregate, Marx maintained, the average 
rate of profit would be, as he put it, “ an average of nothing.” 4 

In his analysis of surplus value in Volume I, Marx had assumed that the 
commodities in which the capitalist producers dealt were bought and sold 
“at their values” in the Marxian sense—i.e., at equilibrium prices which 
were proportionate to the quantities of socially necessary simple labour 
required to produce them. So long as it is taken for granted that the net 
gain received by the capitalists in each branch of industry consists of the 
surplus value generated in that branch, this is a reasonable enough assump- 
tion. But the conversion of surplus value into average profit necessarily 
implies the transformation of values into what Marx called “ prices of 
production.” 5 It implies, in other words, that the majority of commodities 
do not tend to sell “‘ at their values,” but at “ prices of production ” which 


1 The organic composition of capital is the ratio between the part of capital spent on equip- 
ment, raw materials, etc., which Marx calls constant capital (c), and the part spent on wages, which 
he calls variable capital (v). 

2 Marx assumes here that the ratio of surplus value (s) to v is the same in all branches of industry. 

* Capital, Vol. III, pp. 176-7. 

* Theories of Surplus Value (Selections) (London, 1951), p. 231. 

* “ The price of production’, wrote Marx, “ includes the average profit. We call it price of 
production. It is, as a matter of fact, the same thing which Adam Smith calls natural price, Ricardo 
price of production, or cost of production, and the physiocrats prix nécessaire, because it is in the long run a 
prerequisite of supply, of the reproduction of commodities in every individual sphere ” (Capital, 
Vol. III, p. 233). 























96 THE ECONOMIC JOURNAL [MARCH 
normally diverge to some extent from their values. The question im- 
mediately arises, therefore, whether Marx’s Volume III analysis of exchange 
ratios in terms of prices of production can be regarded merely as a modifica- 
tion of his Volume I analysis in terms of values (as Marx himself argued), or 
whether it should be regarded as being in contradiction to it (as Béhm- 
Bawerk and his followers have insisted). 

The basic point in Marx’s answer to this question is as follows. The 
transformation of values into prices is brought about as a result of the 
conversion of surplus value into profit. Now the volume and rate of surplus 


value are evidently determined by the ratio = (where a is the total value, 


in the Marxist sense, of a given finished commodity); and the volume and 


rate of profit are determined by the ratio ur (where the subscript indicates 
(7) 


that a and v have been transformed from values into prices).2__ Marx argues, 


in effect, that = = =. (This, as we shall see, was what Marx had in 
Pp 


mind when he said that “‘ total values equal total prices.” *) In other words, 
he argues that the ratio between the value of commodities in general and the 
value of the commodity labour power, upon which he had in Volume I 
conceived surplus value to depend,‘ remains unchanged when it is expressed 
in terms of prices rather than values, so that profit can be said to be deter- 
mined in accordance with the Volume I analysis. If this is so, it can 


1 T am using the expression “ rate of surplus value ” here to mean the ratio of surplus value to 
total capital. Marx normally used it to mean the ratio of surplus value to variable capital. 
2 It is, of course, assumed here that the national income resolves itself only into wages and 
profits. 
3 Cf. M. H. Dobb, Political Economy and Capitalism, pp. 46 and 72-3. 
* Marx starts in Vol. I with the fundamental exploitation ratio = (= eee 
, , : . v+s Working day When th pease bes - od 
Adding unity to this ratio, we get >” Wemmary beet tabear } ; en the latter expression is appli 
X(o +5) /_ Total labour force ): 
Zu (= Labour required to produce wage-goods/* 
and, given conditions of equilibrium between the different branches of the economy, this ratio 
Total labour force , —_ Value of finished commodities ( es =) 
Labour required to produce wage-goods shi ctamaiatanreniceas Value of wage-goods ~ Zo 
For example, in the following case Department I produces means of production and Department II 


’ 





to the totality of commodities, it becomes 








consumers’ goods; the ratio 538 the same for both Departments; and the equilibrium conditions 


appropriate to simple reproduction prevail between them (i.¢., ¢g = 0, + 53): 


Cy 1 Sy a 

:. 80 60 40 180 
C2 Ve Ss a, 

II. 100 90 60 250 


It will be seen that the ratios xy Working day _ ( 3)> 


Necessary labour \~ 3 
Total labour force (= 30) ile 
Labour required to produce wage-goods | 150/’ 
Value of finished commodities ( 250 


= 156) are all equal. 








Value of wage-goods 











nol 


oth 


the 














(CH 


nge 
ica- 
, or 


he 
the 
lus 


lue, 
and 
ates 
1es, 
| in 
rds, 
the 
el 
sed 


ter- 
can 


ie to 


and 











1956] SOME NOTES ON THE “ TRANSFORMATION PROBLEM ” 97 


be plausibly argued that the very degree to which individual prices of pro- 
duction diverge from values is ultimately determined according to the 
Volume I analysis. Thus the disturbance introduced into the operation 
of the law of value as described in Volume I is a calculable disturbance, and 
“in the exact sciences it is not the custom to regard a calculable disturbance 
as a refutation of a certain law.”’ } 

Marx’s discussion of this problem is developed in two stages, the first of 
which has received much more attention than the second. In the first stage 
he takes “‘ five different spheres of production,” deliberately assuming that 
none of the commodities concerned enters into the production of any of the 
others. Thus capitals I to V in the accompanying table * can be considered 








(1) (2) (3) (4) (5) (6) (7) (8). 
Deviation 
Used-up Cost Surplus Price of | of price 
Capitals. c. price. value. Value. Profit. | produc- from 
tion. value. 
I. 80c + 200 50 70 20 90 22 92 +2 
II. 70¢ + 300 51 81 30 111 22 103 — 8 
III. 60c + 40v 51 91 40 131 22 113 —18 
IV. 85¢ + 15v 40 55 15 70 22 77 +7 
V. 95¢ + 5a 10 15 ii 20 22 37 +17 
1] 422 110 422 


























as the component parts of one single capital of 500. Each of the constituent 
capitals shown in column | totals 100, but the cost price of each of the out- 
puts is less than 100, since it is assumed that only a portion of the value of 
the constant capital is transferred to the commodity in the period we are 
considering.? ‘The amount so transferred is shown in column 2, and the 
cost price, which is the sum of v and used-up ¢, is shown in column 3. It is 
assumed that the working day is everywhere equally divided between neces- 
sary and surplus labour, so that surplus value (shown in column 4) is equal 
tov. The total value of each of the outputs being considered (shown in 
column 5) represents the sum of the cost price and the surplus value. Now 
itis evident that the sale of these commodities at their values would result in 
very unequal rates of profit on each of the capitals. In actual fact, however, 
Marx maintains, the total pool of surplus value, amounting to 110, is allotted 
(“by means of competition ” *) to the individual capitals in accordance 
with the total size of each—in this case uniformly, so that each receives a 
profit of 22 (column 6). The “ price of production ” (column 7), then, at 
which each output actually tends to sell, is the sum of the cost price and the 
profit, and differs in each case from the value. But since the total profit is 
by definition equal to the total surplus value, it naturally follows that in the 
present case the sum of the prices of production is equal to the sum of the 

1 P, Fireman, quoted by Engels in his preface to Volume III of Capital, p. 25. 

* This table is an amalgamation of those on pp. 183 and 185 of Capital, Vol. III, with some of 
the figures re-arranged. 

* The turnover periods of v are assumed to be the same in each case. 


* Capital, Vol. III, p. 186. 
No. 261.—voL. LXvI. 











98 THE ECONOMIC JOURNAL [MARCH 
values, or, to put the same thing in another way, that the deviations of prices 
from values (column 8) cancel one another out.! 

Marx’s statement that the sum of the prices is equal to the sum of the 
values has come in for considerable criticism. From Bohm-Bawerk onwards, 
critics have questioned whether this statement can be held to be meaningful, 
whether it embodies a tautology and so on, and have generally concluded 
that Marx’s “ argument” is quite untenable. Some of the difficulty no 
doubt arises from the fact that Marx, having illustrated this equality arith- 
metically in the particular case just described (the case where mutual inter- 
dependence is abstracted from), immediately went on, rather rashly perhaps, 
to say that “in the same way the sum of all the prices of production of all 
commodities in society, comprising the totality of all lines of production, is 
equal to the sum of all their values.” 2 The implication of this statement, 
read in its context, might seem to be that when the assumption that none of 
the commodities concerned enters into the production of any of the others 
is dropped, so that the values of input as well as those of output have to be 
transformed into prices of production, a transformation carried out on the 
basis of a redistribution of the pool of surplus value will bring out total prices 
equal to total values in the arithmetical sense. This is in fact not so. On 
any plausible set of assumptions regarding the manner in which the different 
branches of the economy are inter-related, it will soon be found upon experi- 
menting with various sets of figures that if the values of input as well as those 
of output are to be transformed into prices of production, it is normally 
impossible to effect a simultaneous transformation which will make total 
profit equal to total surplus value and at the same time make total prices of 
production equal to total values. In all but very exceptional cases, we may 
preserve one of these equalities, but not both.? If Marx’s attention had been 
drawn to this fact, he might well have reformulated some of his expressions 
regarding the equality of total prices and total values, while still insisting on 
the essential point they were designed to express—viz., that after the trans- 
formation of values into prices of production the fundamental ratio upon 
which profit depended ‘ could still be said to be determined in accordance 


1 It is evident that the only case in which price and value would coincide would be one in which 
the composition of the capital concerned coincided with the “ social average.” 
* Capital, Vol. III, p. 188. 
3 For an example of one of these exceptional cases, see the transformation exhibited in Tables 
II and IIIb on pp. 111 and 120 of Sweezy’s Theory of Capitalist Development. 
‘ There is a slight technical difficulty here. When Marx said that “ total values equal total 
te 
prices ” it is fairly clear that what he had in mind was the equality of the ratios = and =, each 
~ =Up 
calculated over the economy as a whole. (Cf. Dobb, Joc. cit.) Given conditions of equilibrium 
between the different Departments, these ratios will be equal to the basic exploitation ratio 
x<(v+s : ; , a é . 
( . s) In the case we have just considered, however, where the information which we are given 





_ 
— . . - wail . 
covers only a part of the economy, it is obvious that the numerical value of the ratio = derived 
from this information alone (assuming that we are able to derive it at all) is likely to differ from 
the numerical value of = which we could derive from complete information regarding the economy 


as a whole. (For example, if we assume that the table gives us complete information regarding 
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with the Volume I analysis. In the special case where none of the com- 
modities concerned enters into the production of any of the others, he might 
have said, the ratio remains the same for the simple reason that the relevant 
quantities remain the same—the denominator remains the same by hypo- 
thesis, and the numerator remains the same because in this case the sum of the 
prices necessarily equals the sum of the values. In the more difficult case 
where the various branches of production are mutually interdependent, he 
might have said, the sum of the prices does not necessarily ‘‘ come out” 
equal to the sum of the values, but the fundamental ratio can still be said 
to be determined in accordance with the Volume I analysis. And it would 
have been possible for him to illustrate this, as I shall show below, by an 
arithmetical example rather similar in character to that described above. 

However, it would be wrong to suggest that Marx simply ignored this 
more difficult case. On the contrary, his examination of it, although by 
no means detailed, was sufficiently well organised to be said to constitute that 
second stage in his argument of which I have spoken above. He begins by 
dropping the assumption that none of the commodities concerned enters 
into the production of any of the others. In actual fact, he writes, “ the 
elements of productive capital are, as a rule, bought on the market,” so that 
“the price of production of one line of production passes, with the profit 
contained in it, over into the cost-price of another line of production.” At 
first sight it might seem as if this would mean that the profit accruing to each 
capitalist might be counted several times in a calculation such as that which 
has just been described, but Marx has little difficulty in disposing of this 
superficial objection. The dropping of the assumption, however, does indeed 
make one “‘ essential difference,’’ which Marx describes as follows: 


** Aside from the fact that the price of a certain product, for instance 
the product of capital B, differs from its value, because the surplus-value 
realized in B may be greater or smaller than the profit of others contained 
in the product of B, the same fact applies also to those commodities 
which form the constant part of its capital, and which indirectly, as 
necessities of life for the labourers, form its variable part. So far as the 
constant part is concerned, it is itself equal to the cost-price plus surplus- 


the output of finished goods, but of no other branches of production, La will be the same but Lv 
will be under-estimated.) A similar sort of difficulty arises in the second stage of the argument (to 
be considered shortly), where we have full information concerning the economy, but where it is 





not desirable to postulate equilibrium conditions. In both these cases our calculation of = 


from the information which we are given is likely to differ from that of the basic exploitation ratio 
met) s), In such cases, then, if we want to illustrate by an arithmetical example what Marx 
had in mind when he said that “ total values equal total prices,” the best we can do is to start with 
aratio whose numerator is the sum of the total values of all the commodities (whether finished or 
otherwise) about which we are given information, and whose denominator is the sum of all the v’s 
which we are given ; and then to show that the numerical value of this ratio remains the same when 
those values which the particular problem requires to be transformed into prices are so trans- 
formed. The numerical value of this ratio will not normally be identical with that of = calcu- 
lated for the economy as a whole, but it will express the same underlying idea. In what follows 
the symbol a will be used for the total value of any commodity, whether finished or not. 
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value, which now means cost-price plus profit, and this profit may 
again be greater or smaller than the surplus-value in whose place it 
stands. And so far as the variable capital is concerned, it is true that 
the average daily wage is equal to the values produced by the labourers 
in the time which they must work in order to produce their necessities 
of life. But this time is in its turn modified by the deviation of the prices 
of production of the necessities of life from their values. However, this 
always amounts in the end to saying that one commodity receives too 
little of the surplus-value while another receives too much, so that the 
deviations from the value shown by the prices of production mutually 
compensate one another. In short, under capitalist production, the 
general law of value enforces itself merely as the prevailing tendency, 
in a very complicated and approximate manner, as a never ascertain- 
able average of ceaseless fluctuations.” + 


Marx returned to the same point a few pages later, emphasising that the 
transformation process involves a modification of the Volume I assumption 
that “ the cost-price of a commodity is equal to the value of the commodities 
consumed in its production.” The price of production of a given commodity, 
he writes— 


“is its cost-price for the buyer, and this price may pass into other 
commodities and become an element of their prices. Since the price 
of production may vary from the value of a commodity, it follows that 
the cost-price of a commodity containing this price of production may 
also stand above or below that portion of its total value which is formed 
by the value of the means of production consumed by it. It is neces- 
sary to remember this modified significance of the cost-price, and to 
bear in mind that there is always the possibility of an error, if we assume 
that the cost-price of the commodities of any particular sphere is equal to 
the value of the means of production consumed by it. Our present 
analysis does not necessitate a closer examination of this point.’’ ? 


And in a later passage, repeating the same point once more, Marx argues 
that “ this possibility does not alter the correctness of the rules laid down for 
commodities of average composition.” 3 

This is where the so-called “ transformation problem ” comes into the 
picture. Marx’s “ method of transforming values into prices,” it is said, 
meaning by this his original calculation outlined in the table above, contains 
an “error,” since it does not take account of the fact that the values of 
elements of input as well as those of elements of output have to be transformed 
into prices.* It is then claimed that Marx can be rescued from this “‘ error” 
simply by showing the formal possibility of a consistent derivation of prices 
from values in the case of mutual interdependence. When values are 


> 


1 Quotations from Capital, Vol. III, pp. 188-90. There is a similar passage at the end of 
Marx’s comments on Bailey in the Theories of Surplus Value (not included in the English edn.) which 
shows that the point had occurred to Marx several years before the publication of the first volume of 
Capital. 

2 Capital, Vol. III, pp. 194-5. 

3 Ibid., Vol. III, pp. 241-3. 

* As will be clear from what has been said above, it was not intended to take account of this 
fact, since mutual interdependence was specifically abstracted from. 
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transformed into prices, the ratio of price to value must be the same when a 
given commodity is considered as input as when it is considered as output; 
and after thé transformation the rate of profit must come out equal in the 
case of each capital concerned. These ratios of price to value, and the rate 
of profit, are regarded as the main unknowns. The “ transformation 
problem ” then reduces itself to this: can the relations between the various 
branches of production, and the various conditions which are to be fulfilled 
as a result of the transformation, be expressed in the form of an equational 
system which is “ determinate” in the mathematical sense—i.e., in which 
the number of equations is equal to the number of unknowns? The assump- 
tion lying behind these researches is that if the relations and conditions can 
in fact be so expressed, Marx’s “* method of transforming values into prices ” 
is itself transformed from an invalid to a valid one. 

The best-known solution, that of Bortkiewicz, commences with the 
particular set of value relationships postulated by Marx as existing between 
the three main Departments of the economy (I = means of production; 
II = workers’ consumption goods; III = capitalists’ consumption goods) 
under conditions of simple reproduction. Employing the usual notation, 
these value relationships can be expressed in the form of three equations : 


I. cp tay +5, =e, +og tly 
II. Cy + 2g + Sg = 2, + 2g + 25 
III. cs + v5 + 53 = 5, + 5g + 5 


If we take the ratio of price to value to be x in the case of means of production, 
y in the case of workers’ consumption goods and z in the case of capitalists’ 
consumption goods; if we further call the average rate of profit r; and if 
we state as a condition of the problem that the relations appropriate to 
simple reproduction should continue to obtain after the transformation of 
values into prices as before it, then the following equalities must hold: 


I. cx toy + r(cyx + oy) = (¢, + Cg + 65) 
II. gx + ogy + (cox + 0n9) = (21 + Ug + 25)y 
III. gx + vgy + 1(cgx + Vay) = (54 + Sq + 55)Z 


Here there are four unknowns (x, y, z and r), and only three equations. 
Bortkiewicz reduces the unknowns to three by the ingenious expedient of 
assuming: (a) that the value scheme was expressed in terms of money, and 
(b) that gold is the money commodity, and is produced in Department ITI, 
in which case z may reasonably be taken as = 1. The equational system 
thereupon becomes determinate, and solutions for x, y and r can be fairly 
readily derived. Upon applying these solutions to various sets of figures, 
it is seen that total profit comes out equal to total surplus value, but that 
total prices normally diverge from total values. Neither the equality nor 
the inequality, however, has anything more than formal significance. As 
Bortkiewicz says, in relation to a particular set of figures, 


“ That the total price exceeds the total value arises from the fact 
that Department III, from which the good serving as value and price 
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measure is taken, has a relatively low organic composition of capital, 
But the fact that total profit is numerically identical with total surplus 
value is a consequence of the fact that the good used as value and price 
measure belongs to Department III.” * 


It is only in the special case where the organic composition of the capital 
employed in Department ITI is equal to the social average that the sum of the 
prices will come out equal to the sum of the values. 

Winternitz adopts the same general attitude towards the problem as 
Bortkiewicz, but clears the Bortkiewicz solution of certain redundancies and 
unnecessary artificialities. He commences with the usual value scheme in 
the three Departments: 

I. gy +y +s = 
II. ¢y + 22 + 5g = a 
III. cs +25 + 53 = ay 
But instead of assuming the equilibrium conditions appropriate to Marx’s 
reproduction schemes, he assumes merely that when a, varies by x (the price- 
value ratio for means of production), then ¢,, c, and c, also vary by x; and 
that when a, varies by y» (the price—-value ratio for workers’ consumption 
goods), then 2, v, and v3 also vary by _y. Thus he arrives at the following 
simple equational system: 


I. ox +ay +S, = a,x 
II. cox + 0297 + Sy = doy 
III. ¢yx + vay + S$; = a5z 


By putting Pa Ta = 7 iS (each of these expressions being equal to 
1 +1), solutions for x: and for r are easily obtained. A further set of 
relationships between x, y and z must then be postulated in order to deter- 
mine the price level for the system as a whole. From a purely logical point 
of view, it obviously does not matter what relationships are postulated, but 
Winternitz puts 





AX > Any + 43% = ay + Gy + Ag 
(i.e., sum of prices = sum of values) because in his opinion this is “ the 
obvious proposition in the spirit of the Marxian system.” ? Solutions for 
x, y and z are then yielded immediately without any special difficulty. 
When applied to various sets of figures, these solutions naturally bring out 
the sum of prices equal to the sum of values, but total profit normally 
diverges from total surplus value. 

Winternitz’s solution, although in essence very similar to Bortkiewicz’s, 
is evidently simpler and therefore more acceptable from a purely mathe- 
matical point of view. Indeed, it is the special merit of Winternitz to have 
exposed the triviality of the whole problem as so posed—a triviality which 
tended to be hidden by Bortkiewicz’s over-elaborate and confusing method. 

1 Bortkiewicz, in Sweezy’s edn. of B6hm-Bawerk’s Karl Marx and the Close of his System, etc., 


p. 205. 
* Economic JOURNAL, June 1948, p. 279. 
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The Winternitz solution is an effective reply to those who said that it was 
not formally possible to transform values into prices when elements of input 
as well as output were involved. But it seems to me that something more is 
required before a transformation of the Bortkiewicz—Winternitz type can 
properly be used to illustrate the second stage of Marx’s Volume III argu- 
ment.' The essential point for Marx, as we have seen, was that after aggre- 
gate surplus value had been eh, into profit, and values consequently 
Sp “ should be equal to the ratio =. Is it 
aly 

possible to effect a transformation which brings these ratios out equal, and 
if so under what conditions ? 

This problem can be dealt with as follows. Select three sets of quantities 
for c, v and s in Departments I, II and III, such that the rate of surplus 


transformed into prices, the ratio = 


: ; i. ‘ : 
value in the Marxist sense (:) is equal in each case, and that the organic 


composition of capital in Department II is equal to the social average >— 
for example: 
QryAtrsy =qy 
I. 3+4+4 =11 


i 


Il. 18+15+15 = 48 


cs + 0 + 53 =a 
Ill. 946+6 =21 


Proceed now to transform these expressions into the following: 


I. ox +ay +S, = a,x 
II. ¢yx + voy + Sy = aay 
III. ¢gx + v3 y + Ss = agz 


on the basis of the following equalities: * 
Si a ial ae 


CX HUY Cox + UY CgX + U7 





and 
S, +S, + Ss = 51 + 5g + 53 


1 The Bortkiewicz—Winternitz solutions can certainly be used to prove the proposition that a 
consistent transformation of values into prices is formally possible, but they cannot be used to do 
any more than illustrate Marx’s own argument. To suggest that any argument in Capital stands or 
falls by Marx’s arithmetical illustrations is to betray a serious misunderstanding of his method, 
and it would be equally wrong-headed, I think, to set out to “ rescue” Marx from his errors with 
the aid of mathematical formule. As May has said (op. cit., p. 598): “‘ Marx. . . used calcula- 
tions primarily as illustrations to accompany verbal arguments which combined process and cross- 
section analysis in a way which could hardly be fitted to the mathematical techniques available 
even to-day.” 

Ce »Y 7 


2 Te., that . 
Cet, %e+ Lv 

* These two equalities express, of course, the equality of profit rates, and the equality of the 
sum of profits with the sum of surplus values. 

















104 





THE ECONOMIC JOURNAL 


The result of this calculation in the given case is as follows: 


C4x v1) S; a,x 
I. 2-592 + 3-710 + 3-202 = 9-504 

Cox Voy S, ayy 
II. 15-552 + 13-911 + 15-052 = 44-515 

CX U3) Ss 43k 


Ill. 7-776 + 5-564 + 6-784 = 20-124 


This calculation, like Marx’s original one in the case where mutual inter- 
dependence was abstracted from, shows the result when a fixed aggregate of 
surplus value is re-allocated in the form of profit at the average rate among 
the various capitals concerned. The sum of prices diverges from the sum 
of values, but the real point to which Marx wished to draw attention when 
he emphasised the equality between total prices and total values in the 
original case—i.e., that after the transformation of values into prices the 
fundamental ratio upon which profit depended? could still be said to be 
determined in accordance with the Volume I analysis—is illustrated in this 
case too. It is no longer true that the numerator and the denominator of 
the ratio remain unchanged as a result of the transformation, but under the 
assumed conditions both will always change in the same proportion, so that 
Q,X + doy + 43z a, +a, + dy 
YI + U2) + gy 0, + 2 + 05° 
result is dependent (in the great majority of cases) upon the equality initially 

1.€., upon the assumption that 


Co uc 
—*— and s——~ —2. 
Co + Ue xe + Lv 
the organic composition of capital in the wage-goods industries is equal to the 
social average.” 3 

Such an illustration, however, would fill only part of the gap in Marx’s 
analysis. ‘To fill the rest of it, one must turn to economic history rather than 
to mathematics. The “ derivation of prices from values,”’ according to 
Marx’s general economic method,‘ must be regarded as a historical as well 





remains equal to The achievement of this 


postulated between 


1 See footnote 4 above, p. 98. 
2 I am indebted to Dr. Wyllie for a mathematical proof both of this general result and of its 
a . “< oh =e Ss" While the result will always 
be reached when this condition is satisfied, there may be a few special cases in which it could be 
reached without the condition being satisfied. 

3 In Marx’s arithmetical illustration to the first stage of his argument, the conditions laid down 
do not require that the values of the elements of input should be transformed into prices. It is 
possible to re-interpret his figures, however, so that they illustrate a situation in which the values of 
v (but not of c), as well as those of a, have to be transformed into prices, and in which the organic 
composition of capital in the wage-goods industries is equal to the social average, so that v is the 
same whether expressed in price or in value terms (i.e., that_y = 1). In the present case, where 
c, v and a have all to be transformed into prices, the fact that the organic composition of capital in 
the wage-goods industries is equal to the social average no longer necessarily means that y = 1. 

4 The best short’ description of Marx’s general economic method is that given by Engels in a 
review of Marx’s Critique of Political Economy which appears as an appendix in the English edn. of 
Engels’s Ludwig Feuerbach, pp. 98-101. 
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as a logical process. In “‘ deriving prices from values ”’ we are really repro- 
ducing in our minds, in logical and simplified form, a process which has 
actually happened in history. Marx began with the assumption that goods 
sold “* at their values ’’ under capitalism (so that profit rates in the various 
branches of production were often very different), not only because this 
appeared to be the proper starting-point from the logical point of view but 
also because he believed that it had “ originally ” 1 been so. He proceeded 
on this basis to transform values into prices, not only because this course 
appeared to be logically necessary but also because he believed that history 
itself had effected such a transformation. The exchange of commodities 
at their values, or approximately at their values, Marx wrote— 


*‘ requires . . . a much lower stage than their exchange at their prices 
of production, which requires a relatively high development of capitalist 
production. ... 

** Aside from the fact that prices and their movements are dominated 
by the law of value, it is quite appropriate, under these circumstances, 
to regard the value of commodities not only theoretically, but also 
historically, as existing prior to the prices of production. This applies 
to conditions, in which the labourer owns his means of production, and 
this is the condition of the land-owning farmer and of the craftsman in 
the old world as the new. This agrees also with the view formerly 
expressed by me that the development of product into commodities 
arises through the exchange between different communes, not through 
that between the members of the same commune. It applies not only 
to this primitive condition, but also to subsequent conditions based on 
slavery or serfdom, and to the guild organisation of handicrafts, so long 
as the means of production installed in one line of production cannot be 
transferred to another line except under difficulties, so that the various 
lines of production maintain, to a certain degree, the same mutual rela- 
tions as foreign countries or communistic groups.” 2 


But Marx did not pursue the historical aspects of the problem of the trans- 
formation of values into prices very much further than this, and his critics 
have taken full advantage of the fact that a number of problems still remain 
unsolved.* Béhm-Bawerk, for example, argued that if the derivation of 
prices from values had in fact proceeded in the manner which Marx’s analysis 
suggests, “‘ there must be traces of the actual fact that before the equalization 
of the rates of profit the branches of production with the relatively greater 
amounts of constant capital have won and do win the smallest rates of profit, 


1 Capital, Vol. III, p. 186. 

® Ibid., Vol. III, pp. 208-9. Cf. p.212: “ Competition first brings about, in a certain individual 
sphere, the establishment of an equal market-value and market-price by averaging the various 
individual values of the commodities. The competition of the capitals in the different spheres then 
results in the price of production which equalises the rates of profit between the different spheres. 
This last process requires a higher development of capitalist production than the previous process.”” (My italics.) 
Cf. also pp. 207-8. 

* Engels, referring to the passage just quoted, said that “‘ if Marx had had an opportunity to 
work over the third volume once more, he would doubtless have extended this passage considerably. 
As it stands it gives only the sketchy outline of what is to be said on the point in question ” (Engels 
on “‘ Capital,” p. 102). 
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while those branches with the smaller amounts of constant capital win the 
largest rates of profit’; and he went on to assert (following Sombart) that 
there are in fact “ no traces of this to be found anywhere, either in the his- 
torical past or in the present.” 1 Engels attempted to deal with this and other 
related problems in his important “‘ Supplement ” to Volume III of Capital,? 
giving a suggestive account of the manner in which, in the formative years 
of the development of capitalism, the prices of commodities were adjusted 
above or below their values in order to bring the surplus value into equality 
with the average rate of profit. This essay is certainly the most ambitious 
attempt to bridge the gap in Marx’s argument which we possess. But even 
this is really little more than a preliminary sketch, and many details still 
remain to be filled in. 

It is, of course, quite open to the Marxist, if he wishes, to by-pass this 
question by characterising the view expressed by Marx in the passage just 
quoted as a sort of “ Robinsonade.” Marx, it might be argued, was really 
doing little more than take over the traditional Classical idea that exchange 
ratios were proportional to embodied labour ratios only in that “ early and 
rude state of society ” of which Adam Smith spoke. Such a characterisation 
would not affect the utility of the labour theory of value as a tool for the 
analysis of capitalist society—given a satisfactory solution to the logical 
problem of the transformation of values into prices; but on the other hand 
it does not seem likely that Marx himself would have been prepared to 
accept it. Marx and Engels always insisted very strongly that the logical 
method of treatment which they adopted in their work on political economy 
was “ nothing else than the historical method, only divested of its historical 
form and disturbing fortuities.”” ‘The chain of thought, said Engels, 


** must begin with the same thing that this history begins with and its 
further course will be nothing but the mirror-image of the historical 
course in abstract and theoretically consistent form, a corrected mirror- 
image but corrected according to laws furnished by the real course of 
history itself, in that each factor can be considered at its ripest point of 
development, in its classic form.”’ * 


Given this approach, it seems probable that Marx would have continued to 
take the view that his Jogical transformation of values into prices was the 
** corrected-image ”’ of some actual historical transformation. 

Engels, in the “ Supplement” referred to above, tried to solve the 
problem by suggesting that up to the time when the capitalist form of 
production came upon the scene, commodity prices in actual fact normally 
tended to “ gravitate towards the values fixed by the Marxian law and 
oscillate around these values.” * This suggestion does not on the whole 
seem very plausible, for fairly obvious reasons connected with the prevalence 


1 Karl Marx and the Close of his System (Sweezy’s edn.), p. 49. See also Hilferding’s reply on 
pp. 169-72. 
* Reprinted in Engels on “‘ Capital,’”’ pp. 94 ff. 
3 Engels, appendix to Ludwig Feuerbach, p. 99. 
+ Engels on ‘‘ Capital,” p. 106. 
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of various forms of monopoly, the low degree of factor mobility, etc., in most 
pre-capitalist societies. Fortunately, however, it is not necessary to follow 
Engels all the way in this matter: it is quite sufficient to show that history 
has in fact effected a transformation of one type of supply price into another. 
Broadly speaking, there are two main types of supply price to be found in 
the history of commodity exchange—first, that of the producer who thinks of 
his net receipts as a reward for his labour, and, second, that of the producer 
who thinks of his net receipts as a profit on his capital. What Marx did, in 
effect, was to assume that the first type of supply price was characteristic of 
all pre-capitalist forms of society (abstracting here from those specific 
features differentiating pre-capitalist societies from one another which in 
other contexts he was especially concerned to emphasise), and to concentrate 
on the task of showing how the coming of capitalism, with its conversion of 
labour power into a commodity, accomplished the actual transformation of 
the first type of supply price into the second.? This, I think, is the historical 
transformation of which the logical transformation considered above must 
be regarded as the counterpart. 
Ronatp L. MEEK 
University of Glasgow. 


1 The labour theory of value, like all cost theories, approaches the value problem via the supply 
price, and can afford a determinate explanation of actual prices only in so far as these are equal to 
or tend towards supply prices. 

2 See on this point Capital, Vol. I (Allen & Unwin edn.), pp. 148-9. 








THE ECONOMIST AS A MODERN MISSIONARY ? 


ALTHOUGH economics has never divested itself fully of the stigma of 
“the dismal science,” it is surprising how many romantic doctrines it is 
used to support. One of the most prominent is the widespread belief in the 
possibility of rapidly accelerating the development of “ under-developed 
areas.” ? Fundamentally the article of faith which is propagated is that 
the economic product of most under-developed areas could be made very 
much higher than it is to-day by means simply of a large injection of capital 
plus technical and economic “ know-how ” of various kinds. The White 
Man, in general, can and should supply the capital. The White economist 
or technologist can and should supply the know-how. 

The resemblance of this to the romantic belief in the eighteenth and 
nineteenth centuries in the civilising function of the White Man is too close 
to need much elaboration. The under-developed areas then were, of course, 
the areas which were under-developed spiritually rather than economically. 
But happily, these areas more or less coincide. In fact, it could be argued 
that the best way to define under-developed areas, or rather peoples, is as 
people who do not think that their mission in life is to show other people how 
to develop, on the grounds that a capacity for self-deception is the hallmark 
of an advanced society (witness the large number of psychiatrists required). 
The way in which the conception of the White Man’s burden has developed 
is also very clear. In the nineteenth century the duty of the White Man was 
to carry into under-developed areas the elements of a spiritual civilisation, 
namely religion. If, in some cases, the increase in the natives’ happiness 
was not obvious, this was irrelevant. The important thing was their souls. 
To-day the White Man’s duty is commonly assumed to be to carry into 
under-developed areas the elements of economic civilisation and society 
looks to the economist to do his duty. If in some cases, the increase in the 
natives’ happiness is still not patently obvious, this is not relevant. The 
important thing is “ income.” 

The parallel between the missionary activities which have been expected 
of the Church, particularly in the nineteenth century, and what is expected 
of the economist of the twentieth is, of course, no accident. It is natural 
that in a society in which economic status is very widely regarded as the 
criterion of success in every way economic “‘ know-how ”’ should tend to 
replace spiritual holiness as a means of commanding respect. In short, the 

1 I am indebted to Professors E. Devons and S. H. Frankel and Mr. Philip Hayes for many 
detailed constructive criticisms of earlier drafts of sections of this article. 

* This doctrine is mainly romantic in its presentation by left-wing parties. Among right-wing 
parties it is rather the reflection of a hard-headed, shrewd and calculating illusion that this provides 
the best defence against Communism. In fact, the reverse may often be the case (e.g., where mis- 


guided attempts at rapid development merely result in the further enrichment of indigenous 
ruling classes or the break up of the stabilising influence of religion). 
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economist is required to replace the priest. And in so far as many ministers 
of religion were expected (and, no doubt felt themselves impelled) to carry 
the Gospel into backward areas, so many Ministers of Finance are expected 
(and also, often feel themselves impelled) to carry the economic gospel into 
backward areas. 

This link between the priest and the economist is one which spans more 
than a mere century or two. The parallel is, in fact, even more acute if the 
function of the priest in primitive societies is examined. In such societies the 
most important form of crisis was usually of an economic character. The 
rains were late, so that harvests were threatened, or big-game (meat) was in 
short supply (it is amazing how little progress there has been). In such a 
situation the tribal priest would perform various incantations and rites. In 
many cases nothing would happen, though very often it would start raining 
sooner or later. The important point about these rites, however, was that 
their success or failure mattered very little. One distinguished philosopher, 
S. K. Langer, has argued that “ the apparently misguided efforts of savages 
to induce rain by dancing and drumming are not practical mistakes at all; 
they are rites in which the rain has a part.” If rain follows, all the better— 
the rite has been satisfactorily completed. 


** No savage tries to induce a snowstorm in midsummer, nor prays 
for the ripening of fruits entirely out of season, as he certainly would if 
he considered his dance and prayer the physical cause of such events. 
He dances with the rain, he invites the elements to do their part, as 
they are thought to be somewhere about and merely irresponsive. This 
accounts for the fact that no evidence of past failure discourages this practice ; for 
if heaven and earth do not answer him, the rite is simply unconsummated ; it was 
not therefore a‘ mistake.’ Its failure can be redeemed by finding some extenuating 
circumstance, some ‘ counter-charm’ that explains the miscarriage of the usual 
climax.” + (Italics are mine.) 


To-day it is the impact on his life of a variety of possible economic disasters 
which is of greatest concern to the ordinary man. As the primitive man 
needed medicine-men, diviners and their repertoire of rites and symbols to 
reduce his sense of insecurity in the face of the apparently uncontrolled 
natural elements, so the modern man needs economists and international 
economic agencies in order to reduce his dreadful fear of insecurity in the 
face of economic phenomena. As Langer remarks, “‘ The driving force in 
human minds is fear, which begets an imperious demand for security in the 
world’s confusion, a demand for a world-picture that fills all experience and 
gives each individual a definite orientation amid the terrifying forces of 
nature and society.”’? It is inevitable that when, as to-day, it is the forces of 
society, at least of “‘ economic society,” rather than of nature which seem to 
predominate, the economist should become a more powerful medicine man 
than the spiritual priest. 

An alternative parallel has been drawn by Professor Devons, who main- 
tains that “‘ there seem to be striking similarities between the réle of economic 


1S. K. er, Philosophy in a New Key, New American Library, p. 129. 
® Ibid., p. 128. 
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statistics in our society and some of the functions which magic and divination 
play in primitive society.” 1 In Professor Devons’ view one of the functions 
of “‘ statistical magic ”’ is to enable society to reach decisions in a field where 
otherwise “‘ wrangling would go on indefinitely with no decision ever taken.” 
And like primitive magic, modern statistical magic can never be proved 
wrong—the materials or the interpretation may often be faulty, but the basic 
assumption that there are innumerable discoverable and measurable relation- 
ships between various economic entities is never criticised. 

But before proceeding to discuss the particular way in which the econo- 
mist missionary should approach his task, I must hasten to add that the 
above parallel between the witch-doctor in primitive societies and the 
economist has not been drawn in any critical spirit. Far fromit; the econo- 
mist can, and does, play a réle in modern society as useful as that of the witch- 
doctor in much earlier societies, without economics being necessarily an 
infallible science. Consider, for example, the decision-making function 
mentioned above. An economy is somewhat like a large ship in which the 
passengers are the laymen and the officers and crew are the economists, 
The passengers calmly get on with amusing themselves or boring each other 
under the impression that the crew are competently handling the ship— 
that the meteorological officer can say what weather is coming along, the 
officers of the watch know what orders to give to meet any weather or follow 
any specified course and the navigating officer knows the best way to get to 
the destination, etc., etc. In actual fact, nothing of the sort is taking place. 
Various meteorological officers are probably in violent disagreement about 
the weather forecast, the officers of the watch may have very different ideas 
about the orders required to meet any situation (some may argue that no 
orders are required at all!), various navigators may be disputing the best 
course to take to reach the destination (assuming that there is an agreed 
destination, which may not be the case). Should they then all resign? 
Obviously not. The passengers would swarm all over the bridge and the 
chart-room, and in the resulting chaos the ship, which previously probably never 
did worse than go round in circles occasionally, would almost certainly sink. 

Another line of defence, which may have a wider appeal, is that no 
branch of learning, even one which claims to be of practical value, need 
claim 100% infallibility in order to justify its existence. For example, 
Professor Devons points out, in connection with economic statistics, that even 
if the final analysis or policy for which such statistics are compiled may often 
be subject to a very large margin of error, the data collected may at least 
throw useful light on some of the important considerations involved. 

This line of defence, which can be applied as much to economics as to 
economic statistics, could probably be equally applied to the witch-doctor in 
primitive societies. Even if most of his prescriptions were based on no 
serious foundation at all, concentration on one type of work had probably 
taught him a few genuine simple rules. He probably knew a little more 
about the weather than other members of the tribe, and possibly also a little 

1 Professor E, Devons, “ Statistics as a Basis for Policy,” Lloyds Bank Review, July 1954, p. 41-2. 








-_ in i che tm 


— 


POeBSBRFaeek es 








ion 


ere 
n ” 
red 
Sic 
on- 


no- 
the 
the 
no- 
ch- 


ion 
the 
Sts. 
her 


; to 
rin 


bly 
ore 


ttle 














1956] THE ECONOMIST AS A MODERN MISSIONARY 111 


more about the habits of game or the psychology of enemy tribes. Thus, 
even if 90% of his analyses had been seen to be bogus, it would have been 
worth while keeping him for the sake of the remaining 10%. The same 
might hold for economists. There seems to be no reason why economists 
should be unable to accept simultaneously that: 


(a) economics is of very little use over most of the field that it covers ; 
and 
(6) the pursuit of economics is a legitimate and serious occupation. 

In fact, not only is there no need to decry the value of the economist, but 
the economist deserves congratulation for having responded so splendidly to 
the demands imposed upon him. As far as rites are concerned, what other 
witch-doctors or magicians have even approached the impressiveness of, for 
example, the annual conference of the I.M.F., at which the head economists 
of all the big tribes are assembled in solemn conclave? As far as mystical 
signs are concerned, the proliferation of mathematical economics has filled 
a long-lived gap in a manner, compared with which the entrails of a tiger 
are amateurish. And as for impressive pregnant symbols, what society has 
invented one superior to “‘ Bank Rate”? (The accusation by the layman 
that economists speak in a “‘ mumbo-jumbo ”’ of their own is not one to be 
denied. On the contrary, it is a cause for self-congratulation.) No, the 
economist not only fulfils the invaluable social function of creating a sense 
of security and harmony with the economic elements, but fulfils it with an 
élan, an inventiveness and an array of impressive rites which is a credit to 
the profession. It is not for nothing that at any gathering of a serious politi- 
cal or social nature, such as a Cabinet meeting, the economist is always 
present as a sort of chief medicine-man who, after the others have presented 
their views, will normally have the final say. 

If, then, there is no incompatibility between the view that the economist 
may play a réle in society similar in some respects to that of the priest in 
earlier times and the view that economics may be a legitimate subject, good 
in parts, why should not the economist respond to the call to carry out the 
obviously allied function of being a missionary? The answer is that there 
is nothing at all against his being a missionary. What is important is that 
he should not let others overestimate the contribution he can make to solving 
the problems of backward areas. The fallibility of economic science in any 
field is generally admitted to be high.’ Not only is it higher in backward 

1 Mr. R. Marris states, in connection with professional economists in government service, that 
“most economists are so unconfident of the accuracy of their techniques that they are tempted to 
abdicate not only responsibility for value-judgements, but also for final decisions as to the technical 
advice Ministers should receive ” (p. 759) and he mentions also “ those [presumably economists, 
but this is not made clear] who believe that all attempts to develop a successful general theory 
of economic policy are doomed to failure; that economic advisers should confine themselves to 
limited, relatively simple, micro-economic questions where there is some chance of providing 
answers of true scientific accuracy; that they may suggest small structural improvements in the 
economy, perhaps occasionally venturing so far as to make proposals for the improvements of a 
single industry, or interference with one particular price-relationship, but never further ” (p. 773). 


Cf. “ The Position of Economics and Economists in the Government Machine,” Economic JouRNAL, 
December 1954, p. 759-83. 
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areas for reasons mentioned below, but in such areas failures and errors are 
relatively much more expensive. The economist must therefore discourage 
excess optimism among both the well-meaning members of advanced societies 
and the indigenous inhabitants of the backward areas, if subsequent dis- 
illusionment and frustration are to be avoided. It is better to be disillusioned 
in advance. 

Of course, the economist can only do this if he has rid himself of any 
exaggerated notion of the extent to which economic science can help to 
accelerate the progress of the under-developed areas. And while very few 
economists have succumbed, the temptation to exaggerate the rdle which 
economics can play is very strong. Who knows whether, lurking in the 
collective unconscious of economists taken as a group, there is the desire to 
operate in economies where scarcities rule the day? When unemployment 
was Officially admitted in academic economics the question of whether or not 
economics should be limited, as proposed by Professor Robbins, to the study 
of the allocation of scarce means among competing ends was somewhat 
pushed into the background, for the relevant question became one of getting 
rid of certain surplus means—particularly labour! In an economy, such as 
the United States of America, where leisure is barely moral, the problem of 
creating sufficient wants (i.e., competing ends) to absorb productive capacity 
may become chronic in the not too distant future. In such a situation the 
economist begins to lead a furtive existence. How much happier he can be 
in a backward economy where scarcity of resources relative to all the wants 
that HE can envisage (if not the indigenous population) is paramount. 

But the most serious temptation probably arises from the impression that 
one can solve the problem of backward economies by the simple means of 
projecting on to them the solutions found in the advanced economies with 
which the economist is already familiar. Like the attitude of many parents 
to the upbringing of their children, it is often assumed that emulation by 
under-developed economies of the characteristics of advanced economies is 
the surest means to rapid progress. This temptation is very insidious, 
because it suggests that one can become.an expert on the applied economics 
problems of backward areas without stirring from one’s armchair. For 
example, a certain amount of emulation-mindedness is often the cause of 
excessive reliance on policies such as industrialisation or income-redistribu- 
tion in under-developed areas.* 

The whole point is that if the fallibility of economics in its application 
to the problems of advanced areas is admitted to be large, it must be con- 
ceded that its fallibility in its application to the problems of the economic 
development of backward areas is immeasurably larger. In analysing 
problems in applied economics that may occur in advanced countries a 
certain amount of reasoning by analogy is at least permissible. But when we 


1 See outline of some of the objections to the implementation of these policies in certain cases 
in P. T. Bauer, “‘ The United Nations Report on the Economic Development of Under-developed 
Countries,” Economic JouRNAL, March 1953, and S. H. Frankel, ‘‘ United Nations Primer for 
Development,”’ Quarterly Journal of Economics, August 1952, reprinted in The Economic Impact on 
Under-developed Societies, 1953. 








oma 


= 


S-S- Ss 


SBEeEB OBS 








are 
age 
ties 
dis- 
ned 


any 
» to 
few 
Lich 
the 
e to 
lent 
not 
udy 
‘hat 
ting 
h as 
n of 
city 
the 
1 be 
ants 


that 
is of 
with 
‘ents 
1 by 
es is 
lous, 
mics 
For 
se of 
ribu- 


ation 
con- 
omic 
ysing 
ies a 
nm we 
1 Cases 
eloped 
rer for 


pact on 





1956] THE ECONOMIST AS A MODERN MISSIONARY 113 


shift attention to the problems of backward areas we move on to a different 
plane of discourse altogether. The problems of industrialisation in, say, 
Norway may be basically similar to those in France or in the United King- 
dom, although the experience in one case will provide only limited guidance 
in another. But the problems of industrialisation in an area which is 
“ under-developed ”’ socially as well as economically are problems on which 
we have incomparably less guidance. This aspect of the economist’s particu- 
lar fallibility in this field raises the other reason given above for the need for 
the economist to discourage undue optimism. This is that the harm that 
will result from mistakes is proportionately much greater in under-developed 
areas than in advanced areas. Professor Frankel has been particularly 
forceful in stressing the harm that may result from attempts to impose on 
under-developed areas a rate of economic development that exceeds the rate 
at which the local social structure can adapt itself. And the economist 
must impress upon those seeking his advice that the manner in which the 
differences in social conditions determine the character and the pace of 
economic development is a subject on which the economist, as yet, knows 
very little indeed. 

Nor does it seem possible to overcome the obstacles to economic develop- 
ment caused by inadequate social development by teaching under-developed 
areas how to emulate, not the present state of advanced economies, but the 
changes which have taken place in the past, and which have since been 
judged to have made a major contribution to the development of the present- 
day advanced economies. The question of how promising this avenue of 
approach may be has been admirably posed by B. Hoselitz, who writes that— 

* If there are ‘ developed ’ or ‘ advanced ’ countries in the present, 
they must have at some time been ‘ underdeveloped,’ and the question 
may properly be asked whether and to what extent the past history of 
the economic development of the more advanced countries can serve as 


a model for the present and immediate future of ‘ underdeveloped ’ 
countries.” } 


It would be out of place in this paper to attempt to summarise the various 
particular dangers, which, what may be called “ historical emulation,” can 
entail. Analytically, these dangers seem to fall under two headings. First, 
there are the dangers due to the lack of generality which may be attributed 
to the economic effects of certain historical changes so that the scope for 
applying knowledge of causal relationships as revealed by economic history 
to under-developed areas to-day is immediately limited. Furthermore, 
there appears to be reason to believe that certain historical causal relation- 
ships were highly variable with respect to the precise qualitative and quanti- 


1 The Progress of Underdeveloped Areas, 1952, edited by Hoselitz, p.v. Professor Hoselitz proceeds 
to demonstrate, however, that he is fully aware of the limitations—as well as the usefulness—of this 
method of deriving valid conclusions for accelerating progress in under-developed areas. Also A. 
Gerschenkron has drawn attention, in the same volume, to the fact that ‘‘ A good deal of our think- 
ing about industrialization of backward countries is dominated—consciously or unconsciously—by 
the grand Marxian generalization according to which it is the history of advanced or established 
industrial countries which traces out the road of development for the more backward countries,” 
ibid., p. 4. 
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tative composition of the changes that took place. Second, there is an 
enormous difference in the problems involved between the economic develop. 
ment of a country at a time when no other countries are more advanced and 
its economic development in a world in which many other countries are 
already in a much more advanced state of development. Finally, there is 
little reason to believe that the social conditions existing in any backward 
area to-day correspond to the social conditions that existed, in the past, in 
what are now advanced countries. 

Economists who work in this field are well aware of the social limits to 
economic development. Their problem is usually to convince others that 
he cannot wave away these limits with any magic economics wand. But it 
may be equally important to make others aware of the economic limits to 
social development. Otherwise there is the danger that attempts will be 
made to speed up the social development too rapidly. There is often a 
tendency to react to the information that local social structures usually slow 
down the rate at which economic development can take place by taking the 
line “* Well let’s revolutionise the social structures.”’ Not only will this often 
lead to claims and demands which are beyond the economic resources of the 
under-developed areas to satisfy and which are based on emotional rather 
than rational criteria, but in particular, the actual type of social development 
which is best fitted to promote the economic progress of individual under- 
developed areas, may in some cases be better served by the gradual adapta- 
tion of existing social structure than by attempts to graft on new ones.” 

Thus while he must modestly insist that if economic progress is desired 
no amount of economics “‘ know-how ”’ will avoid some social costs being 
incurred, the economist must also be quick to point out that in so far as 
social revolution is to be the goal no amount of economics ‘‘ know-how” 
will prevent the economic framework from being subject to severe strains. 
In fact, if it is found that economic innovation (particularly of a techno- 
logical character) is being pushed too fast, it may not be impossible to slow 
it down. But once social emulation has taken root, as it already has in 
many cases, there is little that the outside world can do to moderate it. 
Furthermore, the need to recognise the social limits to economic progress is 
one which applies mainly to the advanced countries. The need to recognise 
the economic limits to social evolution is one which has to be put acros 
mainly to the indigenous populations of the under-developed countries.’ 


1 See, for example, M. H. Dobb, Studies in the Development of Capitalism, 1946, p. 277. 

2 See, for example, G. C. Allen, A Short Economic History of Modern Japan, pp. 154 and 9-10; 
and Gerschenkron in (edited) B. Hoselitz, op. cit., pp. 7 and 19. 

3 In many cases, of course, social or economic emulation has already taken root, or conditions 
have so changed that continual spontaneous and locally inspired desires for emulation may be 
expected. One interesting example of unavoidable emulation has been given by Ragnar Nurkse, 
who has pointed out that the conspicuous consumption of the wealthy classes in under-developed 
areas, which is a hindrance to the progress of these areas, is a form of undesirable emulation of 
advanced countries (R. Nurkse, ‘‘ Some International Aspects of the Problem of Economic Develop- 
ment,” American Economic Review, May 1952). In this article Nurkse compares this emulation with 
Duesenberry’s ‘‘ demonstration effect.”” In the revised version of the article which appeared in 
Problems of Capital Formation in Under-developed Countries, Chap. III, Nurkse states that the same point 
has been made earlier by R. Prebisch. 








Se lUrF ee. hve hee hlUee ee Oe Oe 





an 
lop- 
and 
are 
re is 
yard 
t, in 


is to 
that 
ut it 
is to 














1956] THE ECONOMIST AS A MODERN MISSIONARY 115 


To sum up, the rdéle of the economist in modern society may be compared 
to that of the witch-doctor in primitive societies in so far as he may be 
performing a useful function while being far from infallible or even scientific. 
This rather religious status of the economist leads to his being expected to 
carry Out missionary activities in less-developed countries in the sense of 
preaching the economic gospel to them. But the problems of such countries 
are problems about which the economist is even more fallible than on his 
home ground. Also, mistakes will be much more costly in terms of the 
proportionate amount of resources of the communities concerned which are 
wasted or in terms of possible social disruption. The economist must 
therefore continually insist on the limitations to the degree to which he can 
accelerate the economic progress of backward areas. To do this he must, 
of course, make sure that despite many powerful temptations, he himself is 
under no illusions about his competence to draw up blueprints for economic 
development. 

All this does not mean that the function of the economist, as far as 
under-developed areas are concerned, is simply to issue warnings. There 
will no doubt be some spheres in which economists will make substantial 
contributions to the solution of certain problems. Above all, the economist 
can draw attention to the choice which will usually have to be made between 
economic progress and the maintenance of existing social structures. If 
some societies then choose the “ progress”’ and are prepared to face the 
social upheavals, the economist can only do his best to ensure that the 
economic innovations are not disastrous by insisting on “ rational ”’ economic 
criteria rather than emotional criteria. The former may often be wrong 
or mis-applied, but they will be invariably better than the latter. 


W. BEcKERMAN 
Paris. 








REVIEWS 


An Expenditure Tax. By NicHotas Kartpor. (London: Allen & Unwin, 
1955. Pp. 249. 15s.) 


Mr. Katpor’s book is interesting both for its contributions to pure tax 
theory, and for its advocacy of an expenditure tax, although it suffers from 
being thus written at two levels. I shall deal only with the arguments for 
an expenditure tax, which is advocated by Mr. Kaldor on two grounds, first 
that it would be more equitable than the present system, and second that it 
would permit capitalism to function more efficiently, and more liberally, 
than it is otherwise likely to do for long in a full-employment, ‘ welfare” 
state. 

Take the equity argument. There is no doubt that net income figures 
are no better than an illusion if regarded as a measure of people’s relative 
living standards. There is also little consolation for those who believe in an 
approach to greater equality, in the thought that our extreme tax rates on 
high incomes must mean that rich people are rapidly dissipating their pro- 
perty if they live far beyond their incomes. The high incidence of death 
duties means that a millionaire can live at a rate of two or three times his 
net income without making a significant difference to the amount he can 
leave, and this without capital gains. If his estate is intelligently managed, 
and invested in low-yielding assets with a near certainty of capital gains— 
which is not difficult in a full-employment state—he should be able to spend 
many times his net income. without getting any poorer at all. And then 
again, surtax is an easy tax to avoid (I know a well-known lawyer who 
describes it as a purely voluntary tax). Some, of course, may argue that 
people just do not overspend their taxable incomes like this. There are no 
figures either way (though on the subject of avoidance, and investment in 
low-yielding stocks, Mr. Kaldor shows that the surtax yield is suspiciously 
’ low), but I think one only needs to get about a bit, and keep one’s eyes open, 
to be convinced they do. 

It is widely accepted that the amount of redistribution suggested by our 
extremely progressive tax structure is equitable. If, then, the tax system has 
but a small fraction of the redistributive effect it suggests, itis a sham. The 
people it hits hard are those with high salaries but little property, and no 
opportunity for untaxed perquisites; there would certainly be a much less 
widespread view that it is just these, the best officials and professionals, who 
should be the hardest hit. (‘‘ It’s not fair,’ a don remarked the other day, 
** surtax was never meant for the likes of us.”) It cannot be right to main- 
tain very high nominal rates of tax just for political appearances. The sham 
will be seen through, and in the meantime there is bound to be some erosion 
of those tax-paying standards, which have hitherto been one of the great 
strengths of the British economy. 
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I have put the point more brashly than Mr. Kaldor does, whose argument 
is, throughout, sweetly reasonable. His starting point, with which there can 
be little disagreement, is that our notions of equity demand that tax should 
be based on a person’s ability to pay; that this must be assessed by reference 
to his purchasing power; and that taxable income, as at present defined 
under English law, is, for a significant slice of the wealthier people, a very 
poor measure of purchasing power. First, property must count for some- 
thing. Secondly, taxable income is a poor measure of income by any 
reasonable definition of income. Without going into niceties (though Mr. 
Kaldor does), income should be defined as “ accrued income ”’ that is, as 
equal to the annual amount by which property would grow if nothing were 
consumed. But taxable income falls short of accrued income by capital 
gains, gifts, gambling gains and various other receipts deemed to be of a 
capital nature (the legal concept of income has no economic or social signi- 
ficance, being based on husbandry—‘‘ Income, it has been said, is the fruit 
that ripens on and can be plucked off the tree. If there is to be income there- 
fore there must not only be fruit but also a tree ’’ (Royal Commission Report, 
p.27)). So far, I think, few would disagree with Mr. Kaldor. The Inland 
Revenue and all members of the Royal Commission would seem to admit 
the main point. 

Would a reform of the definition of income to an accrual basis be pos- 
sible? The nearest one could get in practice would be to bring in some of 
the receipts at present left out, and to have a capital gains tax on a realisation 
basis. While Mr. Kaldor would accept that improvement is possible along 
these lines (as witness not so much this book, but the Minority Report of the 
Royal Commission), the result would be very far short of an equitable basis 
of assessment. First, the spending power of capital itself is untouched by a 
capital-gains tax. Our millionaire could still live at a great rate for a long 
time. Secondly, capital gains could be assessed only on the monetary value 
of purchases and sales. But our inflationary age would then produce 
spurious gains. A fall in interest rates also produces gains, which are at least 
partly spurious. It would be impossible to separate out these effects from 
such real individual gains as result from the growth of firms through the 
ploughing back of profits, and from the purchase of bonds below par. This 
is not to say that a capital-gains tax would be very unjust on this account. 
If inflationary gains, which can be regarded as monetary savings made by 
the individual to keep his real capital intact, are taxed, then the individual 
loses in real terms—but so do those people who are not so clever and put 
their savings into bonds or the bank (and if anyone says that the fruits of 
financial cleverness should not be taxed, let him consider what our tax system 
does to people who are clever enough to earn high taxable incomes). But, 
nevertheless, leaving aside any more purely economic disadvantages of a 
capital-gains tax, it is easy to see that it falls well short of the high standards 
of equity which Mr. Kaldor sets himself to satisfy. 

The logic of the step from here to an expenditure tax is clear. No prac- 
tical system could come near to the merits of an assessment on an accrued- 
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income basis: and even the latter leaves out of account the undeniable 
benefits of having capital (apart from any accrued income resulting from it), 
But how, anyway, could one weigh up in a common measure the spending 
power of capital on the one hand and income on the other? There is no 
objective basis. One man, for example, with no family, may feel no loss 
from spending all his capital during his life—but another may. The 
subjective basis is clear. Let spending itself be the measure of spending 
power, and the basis of taxation. Not only is the problem of property 
solved, but also the problem of capital gains. Let each decide for himself 
whether his gains are real, and whether he can therefore afford to spend 
more. Let taxation be on the basis of what one takes out of the pool in the 
shape of consumption, and not (partly) on the basis of what one puts into it 
in the shape of work. 

This is the argument from equity. There is no doubt that it is, to-day, a 
very powerful argument. So long as Victorian attitudes to property, as 
something one possessed in trust for one’s children, prevailed—then accrued 
income was a sound measure of one’s command over current resources. 
Furthermore, until recently taxable income was a better approximation to 
accrued income than it has recently become. There are two reasons for 
this. First, there is the very height of income taxation itself, which now 
makes many property owners prepared to accept very low yields in return 
for the prospect of capital gain, and also to exploit legal loopholes in the tax 
structure in a manner which they would not have dreamed of twenty years 
ago. Secondly, excess demands on our economic resources have given rise 
to fiscal and other encouragement to company saving, which itself engenders 
the low dividend yields and good prospects of capital appreciation for which 
the high surtax payers were waiting. 

—— Let us turn to the economic (and social) arguments. Under an expendi- 
ture tax, it is obvious that people can save on much better terms—the richer 
you are, the better the terms compared with the present situation. It is also 
fairly widely accepted that more private savings are desirable—though it 
is at this point that Mr. Kaldor’s views differ from those of many, perhaps 
most, socialists. Savings now come pre-eminently from companies, which 
are encouraged to save by discriminatory taxation against dividends (though 
the reason for this is, of course, political as well as economic). Mr. Kaldor 
argues that this has undesirable effects. The dividend restraint results in 
high earnings yields, which, to some extent at least, set the standard for 
earnings on new capital: consequently profits margins are likely to rise (the 
argument here is a priori but fairly convincing—the figures to date are con- 
sistent with the argument, but can be explained in other ways). In the long 
run, the tax burden is therefore shifted to the consumer. But, also, these 
large company savings increase monopoly, and increase the concentration of 
economic power. If there are no good investment opportunities within the 
business itself, the directors no longer pay out the money, but spread into 
other lines of activity, and acquire other businesses—a well-attested feature 
of post-war capitalism. Dividend limitation undoubtedly tends towards a 
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change in the structure of industry, away from many people’s idea of a liberal 
and competitive capitalism. But if an expenditure tax could take the place 
of income and surtax, then company taxation as such could and should be 
abandoned altogether (though there would be a tax on investment, or com- 
pany expenditure, if this were required to keep a desirable level of invest- 
ment). This should result in a greater distribution of profits. 

Mr. Kaldor does not deal with the effects which this radical change 
would have on the total required level of taxation, or on the pattern of pri- 
vate savings which would result. Suppose that companies distributed the 
whole of the reduction in tax they would enjoy. If the total amount of tax 
raised were unchanged, then personal disposable incomes would be un- 
changed, and the greater incentive to save, or not dissave, could be relied 
on to result in some increase in personal savings. It follows that taxation 
could be reduced. Ceteris paribus, company savings would be unchanged, 
while personal savings would be higher and Budget surpluses lower or nega- 
tive. This might be desirable in some ways, but it would not have a very 
significant effect on company finance or the concentration of economic 
power. But, with no distributed profits tax, shareholders might induce, or 
compel, companies to save much less than before—though whether they 
would in fact is debatable. But if they did, one could no longer be sure that 
Budget surpluses would not have to increase: that the total of tax might not 
have to rise. Whether it would or not depends on the magnitude of the 
effect an expenditure tax would have on the total of personal savings. We 
know too little about motives for saving and dissaving to be able to assess this 
with confidence; but it must be remembered that inflation and high death 
duties are strong influences against saving; and it is doubtful whether an 
expenditure tax would be much of a help in solving the problem of wage 
inflation. 

A reduction in company saving is, presumably, what Mr. Kaldor would 
hope for. With an expenditure tax, he believes that high dividends would 
no longer be socially undesirable, and that it would be healthier for companies 
to have to go more to the market for new money, while small or new com- 
panies would find it easier to get finance. Even if the total of taxation had to 
rise, which is by no means necessarily the case, this would not matter, for the 
real burden of taxation lies in the “‘ distorting ’’ effects it has—and an ex- 
penditure tax has no distorting effects on savings or risk-taking, and less than 
income tax so far as work is concerned. 

Another economic effect which should be briefly noticed is that there 
would be considerably more power to the Chancellor’s elbow if he were 
armed with an investment tax and an effective expenditure tax, which could 
be independently varied. Finally, the expenditure tax should tend to make 
for smaller fluctuations in consumption, so long as the spreading provisions, 
which Mr. Kaldor envisages for durable consumption goods, were not 
overdone. 

All this, however, would be far in the future, even if Mr. Kaldor were 
given carte blanche. For he believes (no doubt rightly) that the proposed 
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changes are too radical, and the extent to which they are administratively 
workable is too unknown for a2 comprehensive change to be effected. His 
immediate proposal is that an expenditure tax should take the place only of 
surtax. Mr. Kaldor does not say what other changes he would recommend 
if this were done; but some reduction in the distributed profits tax would be 
an obvious corollary, and would be an approach towards the change in 
company finance he would like to see. It is a pity Mr. Kaldor does not 
go into this more. 

Unless one believes that the level and the progressiveness of direct taxa- 
tion can be, and will be, greatly reduced in the coming decades there is 
undeniably a powerful case in equity for an expenditure tax, and also a good 
case on purely economic grounds. It seems to me that essentially Mr. 
Kaldor is a very progressive Conservative. He does not approve of the 
present inequality of consumption, but he believes that capitalism does not 
work as efficiently as it should with the present burden of taxation, and that 
the devices used to promote company savings, and keep the money out of 
the hands of shareholders, will not only prove ineffective in the end, but will 
also increase the monopolisation of industry and the concentration of 
economic power. Essentially his tax is designed to make consumption more 
equal, and capitalism both more socially acceptable and more efficient. 

It would, in my opinion, be foolish to dismiss the expenditure surtax, in 
the belief that our present tax system can continue without any radical 
change. It seems to me that we shall either have a capital-gains tax, like 
most other advanced countries, pretty soon, or Mr. Kaldor’s tax; or even 
both, for so long as an expenditure tax took the place only of surtax, the 
advocates of a capital-gains tax would not be deprived of their arguments. 
But for practical reasons the choice may lie between the two, in which case 
there is little doubt to my mind that the expenditure tax could be used, if so 
desired, as a more effective instrument for restraining the consumption of the 
rich, that it would be more equitable as between individuals, and more 
beneficial economically, than a capital-gains tax. Moreover, a capital-gains 
tax would become redundant if it proved possible to extend the scope of the 
expenditure far enough to be able to rely only on it, and on indirect taxes. 

Lastly, would it work? Unless there is an obvious “‘ knock-down” 
reason why it could not work, and I do not think there is, this question is, at 
this juncture, the least interesting. For unless enough of the right people 
are convinced that it would be a very good tax if it could be made to work, 
no sympathetic expert assessment of its workability will be forthcoming. 

I. M. D. LirrLe 
Nuffield College, 
Oxford. 
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The Great Inflation 1939-1951. By A. J. Brown. (London: Oxford Uni- 
versity Press for the Royal Institute of International Affairs, 1955. 
Pp. 321. 30s.) 


PROFEssOR BRown’s long-awaited study of inflation may best be described 
as a pioneering work in applied econometrics, by which term is meant the 
measurement of interesting things by ingeniously simple if sometimes dubious 
methods. This is both its strength and its weakness. On the one hand, the 
book abounds in highly suggestive attempts to quantify critical magnitudes 
at which policy-orientated economists have been content to guess—such as 
the critical rate of price increase beyond which inflation gets out of hand, or 
the critical level of unemployment below which wages increase faster than 
productivity. On the other hand, the author’s conscious minimisation of 
general theoretical analysis of inflation in favour of piecemeal analysis has 
some unfortunate results, notably in occasional confusion of stock and flow 
analysis and a tendency for the quantity theory to keep slipping in by the 
back door after having been firmly ejected by the front; while the significance 
of some of the measurements is open to statistical and economic objection or 
at least alternative interpretation. 

The central theme of the book is the predominance of the mechanism of 
cost inflation and the wage-price spiral, operating in an environment of cost- 
determined manufacturing prices, market-determined materials prices and 
wages determined by the cost of living, as contrasted with the mechanism of 
demand inflation in an environment of flexible prices. In developing this 
theme Professor Brown rather unfairly attributes belief in the latter mechan- 
ism to *‘ the theorists,’’ most of whom “ have not caught up with actuality ” 
(p. v). On the contrary, cost-inflation models in abundance have been a 
logical post-war extension of Keynesian theory—more so than the extension 
of the multiplier to prices in full employment which Professor Brown finds 
inadequate in Chapter 3—and Professor Brown might more fairly claim to 
have brought such models down from the stratosphere into the arena of 
statistical testing and verification. Moreover, the dependence of cost infla- 
tion on an adequately elastic supply of money, which Professor Brown fully 
recognises, leaves the door open to the classically-minded theorist to challenge 
the analytical validity (as distinct from descriptive usefulness) of the contrast 
between the two inflationary mechanisms. 

These, however, are not matters with which Professor Brown is greatly 
concerned: his main interest is in description and analysis of the actual 
course of inflation. He begins with a brief theoretical chapter which defines 
inflation as an inordinate rise in prices or an inordinate increase in the money 
supply in a controlled system (suppressed inflation), describes the two 
mechanisms of price change and the process by which a plethora of money is 
created, shows that the common element in both open and suppressed infla- 
tion is excess demand and rejects any simple theory of causation. The shifts 
of emphasis between quantity of money and excess demand, here and else- 
where in the book, are rather disconcerting, and are likely to get Professor 
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Brown tagged, in spite of himself, as a quantity theorist. From theory, the 
argument moves to a survey of the course of inflation, first between 1939 and 
1948, and then by stages between 1949 and 1951. Necessarily the techniques 
employed are crude, relying mainly on price data, and the explanations of 
individual national deviations condensed and rather unsatisfactory; but the 
survey does establish a distinction between countries grouped around the 
British-American norm of a price increase to 1948 of about 125%, and 
countries experiencing abnormal inflation or hyper-inflation, while the phase 
analysis reveals the predominant world-wide causal factors. 

Analysis of the inflationary process begins with Chapter 3, which is 
concerned with the multiplier effects of war expenditure and demonstrates 
the inapplicability (for obvious reasons) of multiplier analysis to the main 
belligerents. The next four chapters, which contain Professor Brown’s 
most important contributions, deal with the wage-price spiral. Three are 
concerned with the prerequisites, distributional aspects, and speed and 
narrowing of the spiral; all three contain extremely interesting material, the 
analysis of wage-level behaviour in the first being especially suggestive—the 
author’s rather guarded argument implying that in this country 10% or 
more unemployment might be required to keep wages from rising faster than 
productivity, on the basis of inter-war experience. The fourth is an im- 
pressive analysis of the techniques and lessons of war-time price and wage 
control—perhaps the best chapter in the book. In all four there is a happy 
marriage of theoretical and statistical investigation. 

The next four chapters are concerned with a variety of special subjects— 
hyper-inflation, interest rates, the influence of liquidity and international 
aspects of inflation. Here the argument is equally interesting, but the 
marriage of techniques tends to be less happy, and both the statistical and 
theoretical arguments seem faulty in important respects. The general 
concept of liquidity employed, for example, is such as to confuse the two 
vitally different notions of a more liquid composition of assets and a greater 
total of assets relative to income, while the devaluation analysis employs the 
elasticity approach, whose application to post-war conditions has been justly 
criticised by many writers. On the statistical side, the scatter diagram on 
p- 226 is open to as many interpretations as the cloud in Hamlet, while the 
“* elasticity of substitution ” described on p. 269 and illustrated on p. 283, 
suggestive as it is, is something quite different from the author’s own concept. 

In the concluding chapter Professor Brown ascribes the great inflation to 
three factors: war-time increases in demand financed by budget deficits, 
temporary speculative increases in demand for commodities and the bias 
under full employment towards the wage-price spiral. The obvious and 
continuing problems of controlling the latter he states very clearly, and he 
presents the interesting argument that, though the use of price-subsidies to 
restrain the spiral broke down after the War in face of a rising price trend, 
temporary subsidies could nevertheless be used to reduce the difficulties by 
preventing speculative commodity booms (such as that of 1950-51) from 
touching off the spiral. 
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Considered as a whole, the book is an impressive achievement of organisa- 
tion of a vast amount of material; no review can convey adequately the 
range of topics discussed, the variety of examples cited, and the ingenuity 
applied to the quantification of economic relationships. It is not easy 
reading, despite its simple style, and the professional economist is likely to be 
irritated rather than helped by the absence of reference to statistical sources, 
the extreme simplification of the charts and the ad hoc treatment of theory. 
Also, while its topic is the world, its viewpoint and emphasis are decidedly 
Anglo-centric. But it is a major work, despite its limitations, and one which 
economists of widely different interests can mine with profit. 


Harry G. JOHNSON 
King’s College, 
Cambridge. 


Business Concentration and Price Policy. A Conference of the Universities- 
National Bureau Committee for Economic Research. (Princeton, New 
Jersey: Princeton University Press for the National Bureau of Economic 
Research (London: Geoffrey Cumberlege), 1955. Pp. 511. 72s.) 


Tue meaning of Section | of the Sherman Act is now fairly definitive, 
though marginal argumentation about it will no doubt continue to con- 
tribute to high and stable employment for American lawyers. The Courts 
have pronounced on the main varieties of restrictions on competition, and the 
economists have found most of their pronouncements good. What it is to 
monopolise is a much more open question, and point is lent to inquiries into 
it by the apprehension, lying always just below the surface of American 
thought on anti-trust, that the ease with which monopoly is established may 
vary directly, and not inversely, with the freedom of trade from restraints. 
The slogan of a free fight and let the best man win is simple, intelligible and 
appealing; but if Alexander is not to be left with no more worlds to conquer 
it may sometimes be necessary to tie one hand behind his back. Such might 
be one rationalisation of the decision in the A. & P. case. 

This symposium of the Universities-National Bureau Committee for 
Economic Research takes stock of the help which economics can give on this 
issue. The collection is remarkable for the eminence of its participants (both 
essayists and critics), for the standard, and in some cases originality, of their 
contributions, and for the breadth of its coverage. American economists 
take their symposia with proper seriousness. The measurement of business 
structure is covered by Conklin and Goldstein, on definitions of industry, 
product, and similar basic bricks of the statistical analyst; Rosenbluth, on 
the measurement of concentration; and Adelman, on the measurement of 
vertical integration. I recommend Rosenbluth’s article in particular as a 


lucid and balanced account of the statistical issues arising in connection with 
frequency distributions of firm size and with summarising their charac- 
The mechanics of development of concentration fall to Markham, 
and Smith, on 


teristics. 
on mergers; Lintner and Butters, on the effects of taxes; 
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economies of scale. Ruggles’ essay on price flexibility is the only one which 
can properly be regarded as concerned with empirical investigation of the 
consequences of concentration. Edwards stands, in a sense, somewhat aside 
from the main stream of the book; his emphasis on the importance of un- 
specialised size (“‘ conglomerate bigness ’’), even in the absence of dominance 
in particular markets, implies a definition of concentration more like that of 
Berle and Means than that, vaguely linked with oligopoly theory, employed 
by most of the contributors. 

Finally, there are the theorists—Scitovsky and Miller. I classify them 
thus on the negative grounds of having to find a name for those who neither 
measure quantities nor test hypotheses. (Machlup, who contributes an 
essay on discrimination, can be classified as a neologist.) I intend no dis- 
credit to their two very competent essays, but take it rather as a disturbing 
reflection on the present state of economics in this field, when I say that they 
are also negative. In an ideal world, the theorist (even more ideally, the 
economist wearing his theorist’s hat) would engage himself in producing 
hypotheses, whose concepts would guide the work of the collector of statistics 
and whose verification would be the daily bread of the empirical worker. 
Whatever else competition theorists may have done, they have not done this, 
and the absence from this volume of any essay except Ruggles’ on the effects 
of concentration is confirmatory evidence of the failure of traditional com- 
petition theory to produce testable hypotheses. Such being the case, the 
work of the theorists is bound to fit somewhat uneasily into so statistical a 
company. 

Scitovsky is loyal to tradition. He gives an admirably concise summary 
of the propositions on which we have all been nourished and resolutely 
defends them from contamination by statistical mud. There is an x, defined 
as a particular state of mind of an entrepreneur but called for convenience 
concentration, which may have important effects on the distribution of in- 
come, power and resources, and on the efficiency of the firm, at a point of 
time or over time. Statisticians are interested in measuring something 
which they also, confusingly, call concentration and propose a variety of 
measures, but “ economic theory cannot offer much help in choosing among 
these and similar alternatives; and the little help it does provide is largely 
negative.” My summary, though unfair to Scitovsky, is not to traditional 
theory, and it is one of the merits of Scitovsky’s essay that he refuses to veil 
the Emperor’s nakedness with the clouds of pseudo-realism with which 
logical consistency is so often impaired. 

Miller devotes a good deal of his space to the same point as I have been 
making. Since the empirical irrelevance of competition theory, though 
widely recognised, is not, pragmatically speaking, accepted, this is all to the 
good. But he then, it seems to me, mistakes a mirage for the promised land, 
and marches stoutly off in the wrong direction. Or rather, he would have 
us all march off in all possible directions to gather material for ‘‘ a broad 
statistical picture of the anatomy of industry and the processes of com- 
petition in major sectors and subsectors of the economy.” It is significant 
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that this proposal is prefaced by the judgment that competition theory is now 
at the stage in which business-cycle theory stood in 1900, “‘ before the pioneer- 
ing data collection and analysis of the National Bureau of Economic Research 

. and other similar groups.”’ It is easy to smell the heresy that, if only 
you collect enough data and shuffle them around on the floor for long enough, 
concepts and connections will somehow suggest themselves. 

Nor is Miller alone in his heresy. There is, certainly, frequent obeisance 
to the true faith; pleas that future work should concentrate on the develop- 
ment of verifiable hypotheses. But this is, in a sense, logically implied in any 
empirical work which is not pure chronology. The real need is for hypo- 
theses which have sufficient generality to provide an organising principle for 
the potential flood of Doctoral dissertations on more limited issues. It is 
because they lack such generality that full cost theories, of which Hefleblower 
provides an admirable review, have had so limited an impact. No one 
doubts that the gross margin is a tool of managerial thought or that margins 
exhibit some stability. But until we are given some hypotheses as to how 
the margin is determined and on what its stability depends, the theories 
remain limited and trivial. 

I note, but cannot share, Stigler’s faith that ‘‘ when our knowledge of 
economic growth has increased, we shall not be called upon to reverse all the 
conclusions reached by stationary analysis,”’ for I find it increasingly difficult 
to convince myself that the stationary analysis contains any conclusions. 
The traditional analysis, in its pure form, is essentially the definition of an 
equilibrium price writ large. Hence, we cannot expect to find any con- 
clusions when it ceases to be possible to define such an equilibrium price, as 
in the large class of cases with which this volume is concerned. The dearth of 
essays on the effects of business concentration is no accident. Modern, 
like ancient, oligopoly theory is still in the state of saying that anything can 
happen, although observing that, as a matter of fact, it doesn’t. Moreover, 
even when the imp of interdependence can be corked up in his bottle, 
modern exegesis is steadily refining away the more rugged prophecies of the 
testament of the thirties. Excess capacity was put in his place long ago; 
sub-optimal. firms are but shadows of their former selves; and, with the 
welfare theorists chiselling away on the other side of the tombstone, it 
becomes a breach of good taste to say more than that if the initial conditions 
are different so will be the end result. 

This is poor fare for the red-blooded trust-buster, and it is not surprising 
that, when passions ran high, he was told to get his teeth into “‘ workable 
competition.” But it is equally unsurprising that this bone proved to be a 
rubber one—resilient, but inorganic and unsustaining. Workable com- 
petition is, in fact, a monument of good sense in place of an analytical 
model; no doubt, we could not have had the good sense without abandoning 
the model, but in so doing, the possibilities of further developing the thought 
were lost also. 

If we are to return to model building, as I believe we must, we ought at 
least to profit from Clark’s excursus to dismantle the model in which, I quote 
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from Stigler, “‘ the output of a competitive industry is such that price equals 
long-run marginal cost.” I say nothing against this as a device for answering 
the question, ‘‘ Why is the pattern of output (prices) at a particular moment 
what it is and not something different?’ But competition theory needs to 
be distinguished from value theory. More specifically, our object should be 
to explain not “ price,’ which, in value theory and the title of this volume, 
is the summary expression of all the relations between an enterprise and its 
environment, but rather those aspects of business performance, such as 
innovation and the elimination of the unfit, which command our attention 
as political economists. The parts are contained in the whole, but need to 
be selected from it before we can rebuild usefully. 

Let me end, however, by emphasising that this symposium does what 
can be done at the present stage of thought most admirably. I am tempted 
to say that no one working in this field can afford to be without it. Unfor- 
tunately high concentration of talent has had its traditional effect on price, 
and 72s. may well price the product out of some of the most important 
markets. 


Oxford. 


J. Downtre 


The Great Crash: 1929. By J. K. Garsrairu. (Cambridge, Mass: 
Houghton Mifflin (London: Hamish Hamilton), 1955. Pp. 212. 
12s. 6d.) 


Tuis is both a fascinating and a topical book. It is topical because there 
is nO more important question for the economic policy of the next few 
years than the question whether there is a real risk that we may sometime be 
again involved in another great crash similar to that of 1929. Professor 
Galbraith specifically disowns the intention of telling us “ whether or when 
the misfortunes of 1929 will recur. One of the frequent lessons of that year 
will by now be plain: [he argues near the end of the book] it is that very 
specific and personal misfortune awaits those who presume to believe that the 
future is revealed to them.” But even if we are prepared to accept that view, 
there remains a responsibility to consider how and why the great crash was 
precipitated and how far we are at all adequately armed against similar 
dangers to-day. 

Professor Galbraith is primarily concerned with how it happened: with 
the boom and crash in the stock market in particular. He pictures in the 
upward phase the ever-widening gap between fact and expectation. The 
stock-exchange boom had most of the qualities of the South Sea Bubble: the 
wild speculation in Florida real estate, the discovery of the unlimited 
possibilities of “ leverage ” through a pyramid of holding companies, the vast 
opportunities for margin trading and the preparedness of apparently re- 
putable banks to use enormous resources to facilitate it, all these super- 
imposed on a superb confidence in the arrival of the millennium contributed 
to a momentum of expansion that ultimately lost all contact with reality. 
But what Professor Galbraith does not tell us—and I wish he did—is just 
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when and how far the valuation of the more solid and respectable industrial 
securities departed from a reasonable discounting of realistically possible 
future earnings if ful! employment had continued. 

What is extraordinarily interesting is how late in the boom reasonably 
responsible economists, like Irving Fisher and the group of forecasters in the 
Harvard Economic Society, went on assuring themselves and others that 
nothing was seriously wrong and, in Fisher’s case at least, that stock prices 
“ had reached what looks like a permanently high plateau.”” The Harvard 
group would seem to have been thinking more of industrial activity than of 
stock-exchange speculation, and may have under-rated the capacity of the 
latter to bring down the former. But Fisher was obviously interested in the 
stock market. Was he taking a realistic view on an unrealistic assumption 
that the progress of the twenties could continue unimpaired? Was he, like 
others, at war with reality? The truth here seems to me of great importance 
and interest. For if our own generation ever repeats the absurdities of that 
remarkable epoch, it will, I suspect, be because infinicely precise and 
plausible extrapolations have been built on infinitely foolish assumptions 
regarding the infallibility of steady progress to the millennium. 

In the downward, as in the upward phase, Professor Galbraith catalogues 
the catastrophes and delineates the disasters. We see the bankers attempt- 
ing, like Mrs. Partington, to arrest the disaster by making brave but wholly 
inadequate loans. We see the stronger elements in the market each in turn 
persuaded that the bottom had been reached, and each in turn overwhelmed 
because it had not. And finally there was nothing left to arrest the down- 
rush. And leverages and pyramids which had given power in the upsurge 
meant concentration of the effects of disaster on the collapse. 

As a cautionary tale this is horrifying; for those of us who vaguely 
remember those times it re-creates and revivifies the alarms. But an 
economist of inquiring mind will inevitably wish that Professor Galbraith had 
gone farther than he has done into the relations between the stock-market 
crash and the subsequent economic and industrial crash. He adds relatively 
little to what has been well said about those events by Tom Wilson and others 
writing soon after. In a chapter entitled “ Cause and Consequence ” 
Professor Galbraith attributes the downturn principally to a failure of con- 
sumption to expand pari passu with industrial production, and a failure in 
consequence of incentives to invest to increase correspondingly with savings, 
which were vastly stimulated by the stock-market boom itself and by the 
concentration of the fruits of increasing productivity in the hands of those 
who received profits. ‘This may be an adequate explanation of the particular 
case of America in 1929. But it is not obvious that a widely spread specula- 
tion, with windfall gains from capital appreciation might not increase the 
propensity to consume and feed an inflation in that way. In our own more 
recent conditions that would seem to have been happening. 

But where one would most welcome a closer analysis is in regard to the 
propagation of the industrial downturn and collapse. Clearly the wide- 
spread margin calls must have meant that all over the country individuals 
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were contracting consumption in a desperate attempt to save their capital. 
One would like to see a close examination of the comparative timing of the 
stock-market disasters and of the course of consumption. It is not difficult to 
invent a model which would provide the necessary interconnections, but one 
would like to know whether it bears resemblances to the actual chain of events, 

All this is—as I see it—of real and immediate importance. There has 
been a growing tendency among many of us to assume that if we can keep the 
real factors in the economic environment—consumption, government spend- 
ing, fixed investment—sufficiently under control by operating on the totals 
of personal income after tax, on interest rates and the like, we can safely 
neglect the froth and scum of speculation, and to think that intense market 
activity is on the whole beneficial. Professor Galbraith’s book forces one to 
ask oneself whether speculation, completely at war with realities, may not in 
some circumstances create a whole set of new disturbing factors, big enough 
to modify the environment and incapable of being left unnoticed and un- 
regulated. It seems increasingly clear that the effects of stock-market 
appreciation or depreciation on consumption and investment is a subject 
which badly needs research, but into which—in our case at least—research is 


made infinitely difficult by lack of data. 
Austin RoBINsoN 


Sidney Sussex College, 
Cambridge. 


Saggi Bibliografict e Storict intorno alle Dottrine Economiche. By Luic1 Ernauont. 
(Rome: Edizioni di Storia e Letteratura, 1953. Pp. 367. Lire 
4,000.) 

In this volume Dr. Einaudi has given us a selection of his more important 
essays on the history of economic thought. The opening sections deal 
especially with the bibliography of the subject. Dr. Einaudi is the collector, 
reputedly, of the finest private library of economics in the world to-day and 
appears in these opening essays as a supremely eminent descendant of the 
line of Foxwell, Hollander, Seligman and, going back much further, of 
McCulloch, Morellet and Massie. How passionate a bibliographer Dr. 
Einaudi is, can be exemplified from his confession apropos of Higgs’ massive 
catalogue of economic literature (1751-75) that ‘‘ perhaps through some 
intellectual perversion I have read, not merely paged through, this great 
volume with an interest mounting more even than if it were a novel.” 

The opening essay, entitled ““A Tour Among My Books,”’ is in praise of 
that, in contemporary Britain, rapidly declining institution, the private library 
—in some respects, as Dr. Einaudi observes, so much more interesting than 
public libraries. Dr. Einaudi thinks that students and academics should 
spend much more on old books than on new ones—which, so far as they 
can spend anything on books at all, is very sound advice—though hardly 
encouraging to contemporary authors. Anyhow, it is clear that if students 
and scholars to-day, and increasingly the vast generations to come, are to 
have their own copies of the important works of the past, they will have to be 
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dependent on a flow of reliable reprints. Dr. Einaudi has a section entitled 
“ How our Classics ought Not to be Reprinted.”” As examples of how not to 
do it he cites the Mixter edition of John Rae, the Levy edition of Senior and 
the Memorials of Alfred Marshall: “‘ Marshal fu punito pel vizio di tagliuzzare 
le riviste; ché gli editori dei suoi Memorials, a risparmio di spazio, tagliuz- 
zarono lui”. Among examples of how new editions should be done, Cannan’s 
Wealth of Nations is mentioned. But as regards Adam Smith, Dr. Einaudi is 
led to exclaim, ‘‘ Oh, why has no-one ever thought of publishing the whole 
body of Smith’s works?” and he calls for new editions of the Theory of 
Moral Sentiments and the Essays on Philosophical Subjects. In these days of 
hyper-specialisation there certainly seems to be less and less chance of any 
individual feeling competent or audacious enough to edit the complete 
writings of comprehensive authors like Smith, Hume, Locke, Bentham and 
J. S. Mill, or even Jevons, Pareto, or Sidgwick, or soon perhaps Marshall and 
Keynes. Only narrower thinkers like Ricardo have much chance of a com- 
plete edition, unless some sort of combined operation, difficult to organise, 
can be arranged. Dr. Einaudi writes (1938) of Smith as “a great man... 
who would justify the editorial care and almost the religious devotion which 
apparently has been paid only to Dante and Shakespeare,”’ and he devotes 
a section to a catalogue raisonné of his own collection of books by and on Smith. 
Dr. Einaudi describes Smith as “a minute observer of daily life, a critic who 
founded his arguments on historical experience, and a moralist,’? who, 
however, as a theorist was not concerned with “ abstract hypotheses,”’ but 
only “‘ to formulate the hypotheses which helped him to interpret the facts 
of his time.” Though second to none as an admirer of Smith—and an ad- 
mirer who calls for new editions of Smith’s writings—Dr. Einaudi does 
not take leave of his critical faculties: “‘ Almost certainly Petty, Cantillon 
and Galiani are greater theorists than Adam Smith and the Physiocrats 
surpass him as systematizers.” But Dr. Einaudi’s moral here seems to be not 
so much unfavourable to Smith as to over-abstraction and systematisation. 

A short account of the Sraffa edition of Ricardo is headed “ Dalla 
leggenda al monumento.” The other writings in this volume deal mainly 
with Italian economists and include the very valuable essay on Galiani. 
The quality and authority of these essays and their very rare interest should 
make the volume a fruitful source for study and re-study for many decades 
to come. 


T. W. Hutcuison 
London School of Economics. 


Uncertainty and Business Decisions. A Symposium edited by C. F. Carter, 
G. P. MerepirH and G. L. S. Suacxre. (Liverpool: Liverpool 
University Press, 1954. Pp. 104. 10s. 6d.) 


Tuts small book is made up principally of the contributions to a sym- 
posium on business decisions under uncertainty at the 1951 meeting of the 
British Association. Professor Meredith has added a review of the sym- 


posium, and Professor Shackle a summary of his own theory of expectations. 
No. 261.—VOL. LXVI. K 
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It is, perhaps, not surprising that most of the contributors should have 
devoted themselves to a discussion of Professor Shackle’s theory: it is, after 
all, the most notable recent contribution to the subject, and has indeed never 
been fully discussed. Dr. I. J. Good discusses it from a mathematical, 
Professor Meredith from a psychological and Dr. D. J. O’Connor and 
Professor W. B. Gallie from a philosophical point of view, while Professor 
Carter proposes an interesting generalisation of it. 

What is surprising, especially in view of their preoccupation, is that they 
should all have adopted so uncritical an attitude. It is true that Professor 
Meredith and Dr. O’Connor both complain that Professor Shackle gives no 
explanation of how expectations are formed, but this is an immensely difficult 
problem, and one which one would hardly expect to yield a solution without 
a great deal of empirical work. Professor Carter, too, is critical of Shackle at 
one point. The feature that distinguishes Shackle’s from the orthodox 
theory of decisions under uncertainty is that he supposes the business-man 
to base his decision purely on two “ focus outcomes,”’ ignoring the rest of the 
information at his disposal. This is rather implausible, and it is to remove 
this implausibility that Professor Carter attempts his generalisation. 

However, there remain a number of obvious questions crying out for 
answers, which yet go unasked in this symposium. For instance, is it self- 
evident that a theory of expectations must regard each business decision as 
unique? Itis true that each decision will have certain peculiarities of its own, 
but any business-man will make many decisions, all with a great deal in 
common. Even if this argument fails, so that there are philosophical objec- 
tions to applying the orthodox theory to a business decision, is this any reason 
why that theory should fail to give a satisfactory explanation of how business- 
men actually behave? 

Then again one would like to know whether a business-man behaving as 
Professor Shackle suggests would behave differently from one “ obeying” 
the orthodox theory. If so, would the difference be a systematic one? 
Would it be a sizeable difference, bearing in mind the large margins of error 
involved? If the difference were both sizeable and systematic, would it 
tend to make the Shackle man more or less successful than the orthodox? 

It seems a great pity that obvious questions such as these should not have 
been considered. However, there are many interesting things in the book. 
Professor Carter’s generalisation involves some very tricky arguments which 
repay careful study and Professor B. R. Williams gives an interesting dis- 
cussion of the importance of expectations in economic theory, and particularly 
in Keynesian theory. But perhaps the most useful paper is that of Mr. A. D. 
Roy, who considers the various possible ways of applying empirical tests to 
different theories of uncertainty. After a careful discussion, he comes down 
heavily in favour of case studies of actual businesses, and it is interesting that 
Mr. W. R. Dunlop’s contribution describes such a study which he made 


before the war. 
M. J. FARRELL 


Cambridge. 
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Outline of an Economic Theory. By B. Errixsson. (Reykjavik: Helgafell 
Publishing Company, 1954. Pp. 493.) 


In the first seventeen chapters Dr. Eiriksson attempts to incorporate the 
ideas of interest and capital into the Walrasian general equilibrium theory. 
Any interest rate is determined with other prices in the inter-dependent 
system. The price of a service is a time rate—amount per unit of time: 
hence a rate of return is the ratio of the price of a service to the value of the 
agent providing the service. The special case of the rate of return called a 
rate of interest is the ratio of an annual premium to the amount borrowed. 
The agio approach of Boehm-Bawerk, Fisher and Keynes is rejected in 
favour of the service theory of Cassel and Schumpeter. 

Dr. Eiriksson’s first error would appear to be methodological. While 
Jevons and his followers derived the relation “ rate of interest equals per- 
centage increase in value” as an equilibrium condition, Dr. Eiriksson 
tautologically finds that equilibrium is attained when the rate of interest is 
defined in terms of his version of the relation. Apart from this aspect of 
general equilibrium theory, it appears that there is another difficulty. Dr. 
Wold, in another connection, has suggested that an inter-dependent system 
is purely descriptive. It is a mistake to assume that an inter-dependent 
system has any causal implications at all. Causes can only be introduced 
from observation, and other causal theories. For any results to be obtain- 
able, the system must be “ constrained” (as Walras made it constrained 
with Say’s law and other forces). Dr. Eiriksson’s particular constraints 
would seem to give rise to another error. This is the claim of generality. 
Wicksell pointed out that the relation of the price of service to the amount 
borrowed stated above assumes an evenly balanced stock of capital if the 
agent (capital) has finite life; if the agent has infinite life, then the relation 
becomes the familiar proposition about the value of a perpetual annuity. 
Furthermore, only in the case of an evenly balanced stock do value of agent 
by cost and value of agent in terms of output coincide—if this is not so, then 
difficulties arise from the chosen definition of the rate of return. 

The issues of capital theory are further obscured by Dr. Eiriksson in a 
later chapter, where he assumes the lives of all capital agents to be given. 
Admittedly the treatment of the time dimension has been inadequate in post- 
Wicksellian theory, and is obscured by the aggregative index-number prob- 
lems which a general equilibrium approach (or a Lutzian micro-approach) 
may disentangle. But Dr. Eiriksson has not shown how his theory can 
cope with the economic determination of lifetimes and time shapes of services. 
Without such content, a theory of capital—such as that of Walras himself—is 
uninformative. 

In another chapter Dr. Eiriksson attempts an excursion into mathe- 
matical cycle theory. He postulates a lag between the price of labour and 
the birth-rate. A cobweb theorem results in a system of harmonic relations. 
If the lag is 22 years, then waves with lengths ranging from 44 years to 3-3; 
years result. All known waves are produced out of a Malthusian hat. By 
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inspection of graphs of an American business activity series from 1857, it is 
argued that American business behaviour conforms with the mathematics, 
We may expect a depression in 1959-60 (p. 416). 

Dr, Eiriksson, who is General Manager of the Iceland Bank of Develop. 
ment, ranges over a surprisingly wide field of economics. In two chapters 
he discusses interest policy—he is interesting on the subject of disparities 
between a controlled rate and other rates of return. In another, he 
generalises the savings—investment identity; in another, he considers the 
supply of money. In yet another, he presents a business cycle arising from a 
displaced Walrasian equilibrium. By his original ideas and recasting of 
theory he will surprise many economists. This he will also do by his com- 
ments on some of his predecessors, as for example (p. 74), that ‘* Boehm. 
Bawerk overlooked the necessity of holding a machine over time.” 

ConrapD BiytH 
Cambridge. 


The Multiplier Theory. By H. Heceranp. (Lund: C. W. K. Gleerup, 
1954. Pp. 261.) 


In this study the author traces the antecedents of the Kahn multiplier 
process, submits the Kahn and Keynes multiplier analyses to close scrutiny 
in terms of the realism of their assumptions and then proceeds to discuss 
more recent formulations together with extensions to other fields, such as 
foreign trade and to inter-sector activities via the matrix multiplier. The 
major conclusions of this study are that the usefulness of the multiplier theory 
is severely restricted, since it works in terms of broad social aggregates, dis- 
regarding the interplay of the component elements and that there is no 
allowance for variations in the distribution of income, expectations and 
institutional rearrangements, and the like, which are in practice important. 
For these and other reasons the concept is deemed more appropriate in 
micro-economic analysis. 

In what sense may a theory be judged useful? If it serves to illumine 
some hitherto dark spots, thus aiding in exposition, or if, simple as it is, it is 
not refuted by observation, and therefore stands at least as an acceptable 
working hypothesis unti! some more adequate formulation, judged on similar 
criteria, is propounded. The reading of this book serves to convince one of 
the soundness of the methodological position of those who argue that an hypo- 
thesis should be tested by its predictive ability rather than by the realism of 
its assumptions. Dr. Hegeland’s emphasis is on the latter, and one is led to 
speculate on the number of economic hypotheses that will be left standing 
under similar dissection. ‘This reviewer considers therefore that the direction 
of the study is misconceived and that the effect of such an approach is to 
inhibit rather than to promote economic inquiry. The lessons of the multi- 
plier have, in general, been absorbed and integrated in fruitful ways into the 
corpus of economic thinking, as the recent cycle models of Kalecki, Goodwin 
and Hicks bear witness. 
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Dr. Hegeland might have been wiser to concentrate his attention on the 
consumption and investment functions, examine their predictive ability and 
their consistency with micro-economic theories upon aggregation. In the 
course of tidying up in these fields some of his criticisms have already been met. 

One further point. Dr. Hegeland leaves one in considerable doubt as to 
whether the multiplier is a hypothesis capable of contradiction or a truism. 
In fact, on p. 126 he states that in static equilibrium economics it is a truism. 
Now it is the consumption function and an income identity that provide the 
interrelation between income and investment summarised in simple systems 
as a multiplier. Since the former of these components is a behaviour 
relationship, and therefore subject to refutation, how can the derived equation 
be a truism? 

MaAtcotM R. FisHER 
Cambridge. 


Centralization and Decentralization in Economic Policy. By J. TINBERGEN. 
Contributions to Economic Analysis, VI. (Amsterdam: North- 
Holland Publishing Company, 1954. Pp. 80. 13s.) 


In this latest contribution, Professor Tinbergen teaches us how to formu- 
late consistent and generally logical economic policy. His theory deals with 
the choice of instrument variables to guide an economy towards targets 
within a system containing these and other variables, both endogenous and 
exogenous. Although the instruments are exogenous variables, his problem 
is turned about, compared with the conventional problems of economic 
analysis, so that these variables are unknowns. With fixed targets, the number 
of relations must equal the sum of the number of instruments and targets. 
Customarily we think of the number of relations as being equal to the number 
of endogenous variables. If this latter condition also holds, we find that the 
number of instruments equals the number of targets. 

The analysis is extended to the case of flexible targets, in which a social- 
utility function of target and instrument variables is maximised with respect 
to the instruments and subject to the structural relations of the system. 
The structural relations show how targets, instruments and other variables 
are interrelated. This type of extension is interesting because it gives an 
added dimension to the system, allowing the number of relations to adapt 
itself to the number of unknowns. 

Many examples are discussed in terms of Professor Tinbergen’s own 
experience as a policy maker in the Netherlands Central Planning Bureau. 
In some of these he assumes a linear utility function and inequalities as 
boundary conditions. Then the maximisation problem reduces to the type 
of analysis pursued in the theory of linear programming. 

The next extension of his previous work in the field is to the case of 
decentralised policy. He drops the assumption of one policy maker and 
allows central bankers, trade-union leaders and similar representatives of 
sectors of the economy to have their say simultaneously with central govern- 
ment officials. The solution of problems of this type resembles the treatment 
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of oligopoly and similar bargaining problems familiar in economic analysis, 
It would seem that some useful results could have been based on game 
theory, but unfortunately Professor Tinbergen did not veer in that direction, 

Types of structural relations and types of instrument variables are 
classified in useful patterns according to their place in the network of de- 
centralised decisions. For example, instruments are listed as supporting 
(affecting each utility function in the same way), conflicting (affecting other 
policy maker’s utility functions in the opposite way from the effect on one’s 
own), neutral (having different effects on other policy makers’ utility func- 
tions). Professor Tinbergen is able to show how supporting, conflicting or 
neutral instruments will be treated in centralised as compared with decen- 
tralised regimes. Examples are given of the various types of instruments, 
and finally criteria are given for choosing between centralisation and 
decentralisation of instruments in terms of the above classification. 

The beauty of Professor Tinbergen’s approach to planning is its neatness, 
its internal consistency, its logic. We may find room to disagree with the 
actual set-up of some of his problems, the choice of targets or the structure of 
utility functions, but we must admire his methods and wish that other policy 
makers would adopt a similar approach and thus avoid the common pitfall of 
using too many or too few degrees of freedom. 

L. R. Kiem 
Institute of Statistics, 
Oxford. 


The Role of the Economist as Official Adviser. By W. A. Jour and H. W. Sincer. 
Translated from the German by J. Decras and S. Frower. (London: 
Allen & Unwin, 1955. Pp.v + 150. 15s.) 


Tus book is to be welcomed as a first effort to write a book about the 
role of economic advisers. When a considerable profession establishes itself 
as rapidly as this one has, some reflection on its role, its methods and stan- 
dards is, no doubt, desirable. It originated in a review by Dr. H. W. Singer 
of Professor W. A. Jéhr’s Die Beurteilung konkreter Wirtschaftspolitiker Probleme. 
Professor E. A. G. Robinson induced publisher, author and reviewer to col- 
laborate, the last interspersing remarks on the role of the economist in 
international organisations into Professor Jéhr’s treatment of the economist 
as adviser of national governments. This. makes up seventy-eight pages on 
the subject of economic advice and how to give it. To this is added a some- 
what naive and unoriginal discussion of basic aims, and the relative merits of 
liberalism and socialism, which is entirely out of place. 

Confining myself to the central topic, and mainly to Professor Jéhr’s con- 
tribution, I think he should have drawn more distinctions than he does, and 
should have made up his mind more clearly as to his likely readers. The 
first distinction he might have made is between economists and non-econo- 
mists who advise on economic policy: the latter being still, of course, well in 
the lead. Some of his examples of mistaken analysis are ones which I find 
it difficult to believe could be made by any economist. For example, he 
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says (p. 43) that “ if the present indebtedness of a country is compared with 
that of 1914 or 1870 . . . then its financial situation may appear to be very 
serious indeed. But in this instance the economist is the victim of misleading 
comparisons.” Economist, indeed! 

The next distinction is between the economist in the public service and 
the economic adviser. They may be the same man, and even the humblest 
analyst probably sometimes advises. But their roles are different. Thus 
much of what Professor Jéhr says is concerned with how to do applied 
economic analysis, and is not specifically related to economic advice. When 
the analysis has been done as best it can, the adviser has the responsibility of 
advising how much weight should be attached to it. This is, it seems to me, 
primarily what distinguishes him from the analyst more pure and simple. 

As a result of not drawing these distinctions the book falls between two 
stools. It is too elementary for the economist in so far as it deals with how 
to analyse economic problems. It gives the non-economist little or no idea 
of how the way that the economist sets about things might differ from how he 
would set about them. Where it deals with the savoir-faire of political advice 
in general, it will appear very obvious to anyone used to giving advice, and 
at the same time does not go deep enough to give much help to the economist 
first entering public service. Moreover, some of the remarks made about the 
obligations of the official economist are, to say the least, peculiar. For 
instance, we are told (p. 35) that a British follower of neo-liberalism who gave 
advice on the most suitable form of nationalisation would certainly be con- 
sidered unprincipled. Dr. Joéhr must think Whitehall a very immoral place. 
Or, perhaps, the title of the book is wrong, and he had in mind the un- 
official “‘ expert’: this is perhaps another distinction which should have 
been drawn. 

It seems to me that in falling between these stools the book fails to bring 
out both what is peculiar about the role of the official economist advising on 
economic policy, and the actual problems which beset him. For instance, 
the professional economist alone among a minister’s or government’s advisers 
on economic and social matters has a systematic method of analysis which is 
more or less common to all members of his profession. This gives rise to a 
problem peculiar to himself, the assessment of how trustworthy tue analysis 
isin a particular case. Its results are, of course, available to other advisers, 
but, generally, he alone is capable of assessing its worth—and indicating 
whether, if it points to action which is unappetising on other grounds, it is 
really perilous to ignore it, or minimise its relevance. How far is he justified 
in pushing a view which is always based on more or less shaky foundations? 
To know how far to go, one needs to assess the strength of feeling among other 
advisers, among ministers and even the public (not that the economic adviser 
wants to usurp the politician’s political judgment—but he must often antici- 
pate it or assist it). He needs, in fact, all the merits of an experienced Civil 
Servant, as well as good economic judgment and a wide knowledge of 
economic analysis (though there is little need to be good at it himself). 

He also differs from other advisers on economic policy in that neither the 
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analysis nor the policies which may come to mind are likely to be influenced 
by any particular institutional interest, as, for example, economising is 
identified with the Treasury or the use of monetary policy with the Central 
Bank. This lack of sectional interest should be a strength; but it can also 
give rise to problems and conflict, for the economist is usually attached to some 
executive institution ; or, if he is not so attached, he may be left high and dry, 
lose influence and be unable to be in touch with immediate political realities, 

Then, again, the economic adviser is something of an upstart, who is 
probably convinced that professional standards of reasoning should play a 
wider role in affairs than they as yet do. This presents him with ever- 
recurrent problems of tact, tactics and strategy. 

These, it seems to me, are some of the things which distinguish the role of 
the official economist, and which give rise to questions which I would have 
expected to see discussed. But perhaps I am merely saying that a quite 
different book is needed, and would have been more interesting. In fact, 
the book is much more about the formal methodology of applying economics 
to the solution of problems than it is about the role of official economic 
adviser. Dr. Singer’s remarks on the position of an economist in international 
institutions have a greater flavour of reality—but it would have been better 
to give them a separate chapter than let them be scattered about the book 
with insufficient relation to what precedes and follows them. 

I. M. D. Litre 
Nuffield College, 
Oxford. 


Economics. By F. Benuam. Fifth edition. (London: Pitman, 1955. 
Pp. 568. 18s.) 
A First Approach to Economics. By E.V.Morcan. (London: Pitman, 1955. 
Pp. 456. 20s.) 
The Price System and Resource Allocation. By R. H. Lerrwicu. (New York: 
Rinehart (London: Macmillan), 1955. Pp. 372. 32s.) 
Modern Economics. By A. E. Burns, A. C. Neat and D.S. Watson. Second 
edition. (New York: Harcourt, Brace and Co., 1954. Pp. 790. 40s.) 
A Key to Modern Economics. By D. McCorp Wricut. (New York: The 
Macmillan Co., 1954. Pp. vii + 520.) 
Our Expanding Economy: An Introduction. By R.H.Biopcerr. (New York: 
Rinehart, 1955. Pp. 973. $6.00.) 
Introduction to Economics. By W. Brrmincuam. Penguin West African Series. 
(Harmondsworth: Penguin Books, 1955. Pp. 124. 2s.) 
Economic Theory. By A. Jounson. (London: Frederick Muller, 1954. 
Pp. 144. 8s. 6d.) 
The Essentials of Economics. By D.C. Hacur and A. W. Stonter. (London: 
Longmans, 1955. Pp. ix + 173. 12s. 6d.) 
Tus group of recent introductory text-books contains a number which 


are of much more than ordinary interest. The most important, I think, is 
the new edition of Benham’s Economics. This, has long had a special reputa- 
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tion and place of its own, and it needs no introduction from me. The new 
edition does, however, need to be drawn to the attention of all teachers. It 
represents an almost complete re-writing, and both those who already use 
the earlier edition and those who, for some reason, have preferred alternatives 
ought to examine it with care. In some way that is difficult either to define 
or to illustrate from detailed examples, the book has acquired a maturity and 
wisdom to be added to the qualities of accuracy and precision that it has long 
possessed. I would myself now regard it as the best available text-book of its 
kind. 

The structure of the book has been significantly changed, and it has grown 
from thirty-one to forty chapters with little or no sign of the middle-aged 
embonpoint from which many of our older friends among text-books seem to 
suffer. Indeed, the growth represents only about twenty-five pages, and the 
additional coverage means in effect that at all possible points the treatment 
has been slimmed, and to that extent marches faster. Some of the greatest 
changes affect the beginning of the book. There is a really valuable intro- 
ductory section which starts with a general survey, goes on to the aims of 
economic policy and to the social framework and then introduces the student 
to the national income, national accounting and the problems of com- 
parison. Production then precedes instead of following demand, as it did 
previously, and the discussion of demand itself is integrated with that of price 
formation in a variety of different market conditions. Indifference curves are 
in an appendix, and are neither required reading nor a pons asinorum 
obstructing further progress by those who may fail to comprehend. Next 
follow sections on the price system under capitalism, and on distribution, and 
thereafter the framework, but not the content, is nearer to that of the earlier 
editions. 

I cannot in a brief review hope to draw attention to all the improvements. 
They are many. I like the new group of chapters which lead up to a careful, 
responsible and in no sense ex parte discussion of the merits and defects of 
capitalism: the problems both of monopoly and of unemployment are fairly 
and independently stated, and while many of us would individually put more 
stress On some aspects and less on others, there can be no question here of a 
burking of issues. 

In the section on “ Money and Banking ”’ there is a useful discussion of 
the problems of inflation and of the causes of changes in the value of money. 
The quantity theory, in the Fisher form, is set out, but so also are the defects 
and limitations of the theory, and Professor Benham concludes that “ the 
quantity theory is not very helpful in showing how to stop inflation.” He 
goes on to discuss the effects of budget deficits and surpluses, of export 
surpluses, of fluctuations in investment and so on. 

I think I have said enough to show that Professor Benham’s new edition 
deserves very careful attention. I would put second in this list Professor 
Victor Morgan’s new book, A First Approach to Economics. The book is 
divided into three parts. The first discusses the Development of the 
Industrial Economy; the second the Economic Organisation of Modern 
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Britain; the third the Theory of Economic Organisation. Like everything 
that Professor Morgan writes, it flows well, reads easily and has an accuracy 
and lucidity that is a pleasure. The first two parts represent a comfortable 
amalgam of relevant factor and relevant theory, and the British economy 
emerges, as it surely should, as the combined result of past history and of past 
and present economic forces. A student who reads this will come out witha 
substantial knowledge of the history of British trade development, of the 
banking system, of economic policies over the past three centuries, of the 
company acts and of the present pattern of employment and activity. 

It was to me something of a surprise to move forward from this very 
happy mixture of theory and practice to the treatment of the theory of 
economic organisation. Here the treatment follows the equally valid, but 
not for all students equally palatable method of rigid analytical argument 
from firm hypotheses to firm consequences. The argument is supported by a 
multiplicity of diagrams, and a certain degree of mathematical understanding 
is demanded. The presentation is not unlike that of the earlier book by 
Stonier and Hague (not that reviewed below), but is a little easier, and 
substantially more inclined to look behind the diagrams to the real forces, 
It is a very competent exposition, and in these days probably represents the 
minimum effort that must be demanded of a serious student. But I retain 
my surprise that Professor Morgan, who himself so excellently bestrides the 
two techniques of history and description on the one hand and of rigid 
argument on the other, should have stood in this part of the book almost 
exclusively on one leg. 

Professor Leftwich has written a text which perfectly conforms to familiar 
American standards. This is a strict parade-ground drill in the precisions of 
profit-maximisation, consumer-satisfaction-maximisation and input-mini- 
misation in all their possible variations. The squad presents curves exactly 
as required at each instant. I cannot fault it: its isoquants and isocosts are 
beautifully polished. But somehow I could wish that the sergeant-major 
could occasionally stand the squad at ease and admit that all this drill is no 
more than disciplining and limbering up for action in rough country, where 
parade-ground evolutions are impracticable. On its own level the book is 
excellent, and its very character makes it easier to use outside America by 
anyone who may want a text of this kind. 

The Burns, Neal and Watson book is the antithesis of the last. It is much 
more aware of the uncertainties of the rough world, and of the inability of the 
entrepreneur to draw up reasonably precise schedules in advance. It mixes 
analysis with description—naturally American. It starts with the scope of 
economics, and goes on immediately to national income and the use of 
resources, and returns very logically from that to the determination of prices, 
the allocation of resources and the institutions for the control of resources. 
It ends with public finance and banking, international economics and a brief 
look at various economic systems and at economic progress. This is obviously 
a good and useful American text, but not, I think, one with very special 
claims to be used outside America. 
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Professor McCord Wright has written a book of a very different sort. 
He specifically abandons the attempt “ to cover the whole economic museum 
on roller skates.” He equally eschews the ramifications of advanced pure 
theory. His main purpose is to provide a clear basic explanation of the 
fundamental concepts. But in doing so he puts the emphasis on growth and 
the causes of growth rather than on choice and the problems of adjustment to 
changes of choice: ‘‘ Somehow a number of people who begin with adjust- 
ment and choice seldom seem to get any further.” He begins with the 
requirements for social growth, and then goes on to economic organisation 
and to the relation of growth to changes of inputs and of money flows. He 
next discusses the functions and place of money and the problems of inflation 
and its control. That leads on to economic activity, business cycles and the 
theory ofemployment. From this he proceeds to decision-making, including 
price-making, and to the consequent problems of distribution. Next come 
discussions of market power. Finally, international economics, public 
finance and economic stabilisation. A reader accustomed to reviewing 
barrack-square troops engaged in ceremonial drill may feel that he is trying 
to find the Brigade of Guards in a Malayan jungle. But this is lively, 
original, interesting stuff which is well worth consideration. 

Professor Blodgett has this much in common with the last book, that the 
author has made economic growth its central theme. But this is mimic 
warfare on Camberley Common rather than real war in the Malayan jungles. 
It is diagrammatic—though that is no fault—following the more or less 
normal presentation of an American text, but with the order of presentation 
so reversed that there is rather more emphasis on the elements that con- 
tribute to growth. Rather curiously, in a book so oriented, the national 
income receives more than cursory mention only at p. 500. The external 
world—perhaps inevitably—does not impinge before p. 777. It is a good 
American text, but not I think an equally good text outside America. 

Mr. Birmingham’s book is designed on a much shorter and more modest 
scale. It was written primarily for West African readers (he lectures in the 
Gold Coast). The book is a simple presentation of the elements of theory, 
with West African illustrations where apposite; Dr. Prest’s estimates of 
Nigerian national income and expenditure are given, for example. The 
argument is, on the whole, rigid and formal, with a modest apparatus of 
appropriate diagrams; the standard of mathematical knowledge assumed is 
not excessive, and the book would seem to be well designed for its market. 
It is, however, primarily concerned with the theoretical structure of a 
basically capitalist system, with implied assumptions of profit-maximisation 
and cost-minimisation. One wonders whether a rather fuller treatment of 
the problems of self-subsistence and of trade versus self-sufficiency might not 
usefully have found a place, and possibly also some fuller discussion of 
motives and incentives in practice in an African economy. 

Mr. Johnson’s book is addressed to the layman and the member of a 
Tutorial Class. It is designedly simple and straightforward. It assumes 
sustained interest and attention, but not severe mathematical or other 
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intellectual effort. It comes, in my view, rather dangerously near the level 
where an already simplified economics has been re-simplified to the point 
where it is in danger of being misleading. If this sort of thing is to be done at 
all, Mr. Johnson does it competently and with reasonable accuracy. But it 
confirms my scepticism as to whether a book at this level should aim to be 
lucidly simple and accurate on drastically over-simplified assumptions rather 
than to impart a feeling of the complexities of the real world at the expense of 
achieving simple solutions of fundamentally unsimple problems. 

I have left the new Hague and Stonier (to be distinguished from their 
Text-book of Economic Theory) to the last. Its purpose, like that of the last 
book, is to be simple: “ to explain the main generalisations of present-day 
economics in simple and straight forward language, using only those few 
technical terms which are essential for accurate expression.”” It has many of 
the qualities that are needed for this. It does not talk down to the reader. 
One has a sense all the time of more serious discussion available for those 
who want it. It is a book that I would gladly put in the hands of anyone 
who was thinking of taking up serious economics to give him a first canter 
over the whole field. 

For all that I am led to wonder whether the authors have found the perfect 
solution of the age-long problem of simple economics. The book is in effect an 
introduction to adult economics, with the same basic skeleton. Its progress 
is the familiar one: the consumer; the firm, competition, monopoly; wages, 
profit and rent, money and interest; the level of activity, fluctuations ; public 
finance; international trade, foreign-exchange rates, the balance of pay- 
ments; economic policy. It is, basically, the economics of choice—and 
none the worse for it. But somehow I feel that I want to make the criticism 
of David McCord Wright that I quoted above. To the intelligent reader 
the problems that are causing him concern are surely the problems caused 
by progress, and the problems of the constant difficulties and setbacks of a 
country struggling to live in a very open economy. ‘The traditional skeleton 
leaves these disturbances and the adjustments they require very much to the 
end of the story, and adjustment to growth and to other nations’ growth 
hardly appears at all. Perhaps I am wrong in feeling that the best first 
approach is to use the analytical tools of economics on some of the economic 
problems of the real world. But surely in the end the purpose of economics 
is not tool making but tool using, and if one wants to convey an elementary 
impression of what economics is about, one ought to demonstrate, at an 
elementary level, the use of economic reasoning on a suitable selection of real 
problems, so chosen as to exhibit a wide range of methods over a wide range 
of problems. 

Be that as it may, Messrs. Hague and Stonier have written a first-rate 
book which will have a useful function, and one which should have an appeal 
both to the beginner and to the layman. 

AusTIN ROBINSON 
Sidney Sussex College, 
Cambridge. 
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Population. By I. Bowen. Cambridge Economic Handbooks, under the 
general editorship of C. W. GurLteBaup. (London: James Nisbet and 
Cambridge University Press, 1954. Pp. v + 256. 10s. 6d.) 


One of the merits of the Malthusian theory of population from the point 
of view of exposition was its simplicity. Given the subsistence minimum and 
the production function of the economy, then the equilibrium level of 
population was determined. ‘The demographers’ attack on the influence of 
the exclusively economic factors governing population growth, and the 
stimulus given to the study of the effects of population structure on aggregate 
demand by “ depression economics ” have introduced complexities into the 
subject which have made the expositor’s problem a very difficult one. Pro- 
fessor Bowen’s book, which replaces the earlier volume on population in the 
same series by Harold Wright, contains a brave attempt to overcome these 
complexities. 

Part I, an introductory survey, sets out the facts about world population, 
its growth and distribution, and has a special chapter on Great Britain. 
The student will find here a most useful résumé of the main population trends 
and just enough anticipation of the analytical problems to be considered 
later to preserve interest. ‘Two specific criticisms can be made of this 
section. It seems right to discuss in some detail the problems encountered 
in forecasting population trends, but wrong to use mathematical terms with 
only occasional explanation of their meaning. Perhaps the solution here 
would have been an appendix to this Part on the simpler mathematics of 
population growth. While questions of population quality are important, a 
knowledge of the theory of genetics sufficient to understand pp. 75-6 
is unlikely to be part of the intellectual equipment of economics under- 
graduates. 

It is in Part II, the section on analysis, that the problems of exposition 
arise. Professor Bowen has introduced the economics of population by a 
forty-page chapter on the history of the Malthusian controversy taking up 
one-sixth of the book, and he sides, unlike Mr. Wright, with the anti-Mal- 
thusians. He then deals separately with such problems as the idea of an 
optimum population, the effects of population structure on economic growth, 
and with international migration. There is much to stimulate the reader, 
but this stimulus is bought at the cost of lack of cohesion. The reader is not 
told at the beginning what exactly a population theory is designed to explain, 
and in consequence it may be difficult for the reader to see the population 
controversy in perspective. It seems to the reviewer that Professor Bowen 
would have been better to have begun with the static equilibrium analysis 
explained in Chapter V and then to have relaxed some of the assumptions in 
the simple model, such as the assumption of a one-commodity economy with 
no foreign trade. In this way the reader would be brought nearer the 
economic theory which he may be learning concurrently. 

The concluding part contains a chapter on the future population problem 
in Britain which recommends European immigration as a possible solution. 
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A final chapter discusses in broad terms the world population problems and 
population growth in less-developed countries. There is no index to the 


work, but there is a comprehensive bibliography. 
Aan T. Peacock 
London School of Economics. 


Population Statistics and their Compilation. By H. H. WoLFeNnDEN. Revised 
Edition. (Chicago: University of Chicago Press, for the Society of 
Actuaries (London: Cambridge University Press), 1954. Pp. xxiv + 
258. 56s. 6d.) 


Tuis is a revised and greatly enlarged edition of Mr. Wolfenden’s earlier 
book with the same title, which was originally published in 1925 and has been 
out of print forsome time. It is addressed primarily to an actuarial audience, 
but covers a large part of the subject matter of formal demography. The 
topics dealt with include the history of census and vital registration statistics, 
together with notes on their adjustment, the construction of mortality tables 
and the analysis of mortality, nuptiality and fertility. 

Mr. Wolfenden is a distinguished actuary, and it is obvious that a great 
deal of erudition as well as a lifetime’s experience have gone into the writing 
of the book. The British and American literature are very thoroughly 
covered, though there is a surprising paucity of reference to the work of 
foreign writers. But a text-book cannot be judged on coverage and content 
alone: presentation and arrangement are equally important. From this 
point of view it is difficult to regard the book as successful. Mr. Wolfenden 
states in his preface that he has based his book on “ needs . . . revealed 
during a long experience of lecturing on this subject to students,” and, indeed, 
the book bears signs of having originated as a set of lecturer’s notes. Its 
argument is extremely concise and compressed, and it is not self-contained: 
the student who has not access to a well-stocked library in which he may 
consult actuarial or statistical journals would have to be very exceptional 
indeed to benefit from the exposition. 

The second and more important criticism, however, relates to the balance 
of contents. Mr. Wolfenden devotes 110 pages to the study of life-table 
construction, and deals with nuptiality, fertility and reproductivity in a mere 
twenty-four! Historically the study of mortality preceded the analysis of 
fertility and nuptiality and the life table is admittedly the basic tool of 
demographic analysis, but even so, it is difficult to see the reason for the 
allocation of so disproportionate an amount of space to it. Moreover, the 
section on life-table construction contains references to such a bewildering 
variety of different methods, some of which would seem to belong to the 
actuarial museum rather than a text-book. The preoccupation with gradua- 
tion, smoothing and different kinds of interpolation, osculatory, tangential 
and others sometimes obscures rather than clarifies the issue. The idea of a 
life table is, after all, a very simple one, and one cannot help wondering 
whether the actuaries do not make too much of a mystery of it. Indeed, in 
some places Mr. Wolfenden’s book reads a little like a book of recipes, each 
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bearing the name of the cook who first created the dish, but without any 
indication whether it is entrée, sweet or savoury. 

On the other hand, there are some surprising omissions. The construc- 
tion of double-decrement tables, such as net nuptiality tables, receives scant 
attention, and the section on fertility and reproductivity is far too concise to 
be of much use to the student. 

It would, however, be ungracious as well as unfair, to keep this review 
on an entirely critical note. Mr. Wolfenden has certainly not produced a 
usable text-book for the student. But he has produced a work of reference 
for those concerned with life-table construction and the adjustment of vital 
statistics in English-speaking countries. The student’s loss is the teacher’s 
gain. He and the practitioner will be able to refer to Wolfenden in the 
hour of need, and the prayer for help will not go unanswered, a reference to 
and summary of most methods likely to be in demand will be found in the 
book. But even here, an index would have helped: a tzble of contents, 
however extended, is no substitute. 

E. GREBENIK 
University of Leeds. 


The Redistribution of Income in Postwar Britain. A Study of the Effects of the 
Central Government Fiscal Program in 1948-49. By A. M.Cartrer. (New 
Haven, Connecticut: Yale University Press (London: Geoffrey 
Cumberlege), 1955. Pp. 242. 40s.) 


A LARGE public social expenditure, financed out of taxation which 
falls most heavily on the rich, has become an established British institution. 
Since the war this system has so grown in size and complexity as to prohibit 
a simple statistical description. But while native statisticians have steered 
clear of the subject, Mr. Cartter is the second American to have been 
attracted to it in recent years. In 1950 Mr. Findlay Weaver, then of the 
United States Embassy in London, published in the Review of Economics and 
Statistics a straightforward statistical exercise on income redistribution in 
Britain, and now Mr. Cartter follows with a more ambitious attempt at 
interpreting to an American audience this aspect of British public finance. 

Mr. Cartter adopts, in the main, the methods followed in a similar study 
for 1937. The essence of this approach is to take all items of public revenue 
and expenditure (plus the surplus) and allocate them as deductions from or 
additions to the factor income of classes differentiated by income size. It is 
assumed that the incidence of income taxes is on the payer, of indirect taxes 
on the consumer, and similar assumptions are made on the expenditure side. 
Indivisible benefits from public expenditure (such as defence) are allocated 
according to alternative hypotheses. 

The three alternative assumptions for the allocation of indivisible benefits 
made by Mr. Cartter allow a wider range of results than did those that I made 
inmy study of Redistribution of Incomes through Public Finance in 1937. One of 
his assumptions implies that it is reasonable to levy a poll tax to pay for 
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defence; this quite ignores the fundamental reasoning of Professor Pigou in 
favour of a tax system which is progressive, or at least not regressive. More. 
over, Mr. Cartter enlarges the uncertainty attached to the estimates by 
including too much under the heading of indivisible benefits. He adds to 
them interest on the national debt and subtracts indirect taxes on production 
in general, instead of treating these on their merit. It should be possible, 
even though empirically difficult, to allocate indirect taxes on production 
without recourse to political or ethical assumptions. Expenditure on roads 
or grants to universities could have been regarded as yielding divisible rather 
than indivisible benefits, and altogether a finer classification of public 
expenditure would have thrown up more divisible items. 

The study takes account of receipts and expenditures legislated in 1948, 
and avoidable statistical complications are caused by examining the effects of 
a given year’s legislation on incomes earned in different years instead of tax 
liability on a given year’s income. The exclusion of Northern Ireland is also 
the source of a number of adjustments, but the omission of local authorities 
is more disturbing in view of the change in the relationship between central 
and local finances. Mr. Cartter regards Exchequer grants to local autho- 
rities as within the scope of his inquiry, but, of course, he is unable to trace the 
destination of the block grant. 

Although the income data in the national income white papers are based 
on Inland Revenue sources, Mr. Cartter fails to produce a satisfactory 
reconciliation between the two. Apart from minor pitfalls, he omits to 
discuss evasion which must have been an element in the discrepancy. The 
degree of inequality shown would also have been less had adjustments been 
made for substantial inventory profits and for depreciation in excess of the 
statutory allowance. 

On the statistical side great ingenuity is exhibited in dealing, for example, 
with purchase tax and the National Health Service, but one often feels 
uneasy about the insufficiency of the basic information available to Mr. 
Cartter. In particular, taxes on alcohol and tobacco are heavy, but little is 
known about the consumption of these commodities; margins of error are 
likely to be greater than suggested, for instance, on p. 173. Elsewhere, itis 
apparently assumed that all passenger cars are in personal ownership, but, in 
fact, a high proportion are run on business account. Subsidies on cereals 
and potatoes, £136 million, are distributed in proportion to estimated 
expenditure on unrationed food; available evidence suggests that an equal 
amount per head would be a better assumption. It would have been wiser, 
perhaps, to ignore post-war credit repayments and demobilisation leave pay 
rather than regard them as transfers. It would have been also more realistic 
to spread the amount of the special contribution, which was similar to a 
capital levy, over the income of several years. 

The discussion of incidence, which precedes the statistical exercise, is 
insufficiently related to place and time and, in particular, there is an in- 
sufficient discussion of the changed post-war conditions and of taxes and 
expenditures introduced during the War and since. Certain extra-budgetary 
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measures, such as rent control, may also be considered as relevant to the 
subject. 

Nevertheless, it is to the merit of the book that it is reasonably compre- 
hensive. In spite of the qualifications, it is probably true that the amount 
redistributed from rich to poor was, in real terms, substantially greater than 
before the War, and that the dividing line between gainers and losers has 
moved to a lower level of realincome. The inequality of income distribution 
probably also declined, though not as much as shown by Mr. Cartter’s figures 
illustrating a long-term decline ; surely the data up to 1928 are on a different 
basis from those since 1937. 

Lastly, the reader who is not familiar with the British scene must be 
warned against the book’s concluding argument that Conservatives and 
“ Labourites ” see eye to eye on redistributive policy. It is true that Con- 
servatives have introduced or continued to operate social legislation, but 
seldom were they its intellectual authors. It is precisely on measures which 
aim at redistribution, as against those which may redistribute income as an 
incidental effect, that the major parties clearly disagree. 


London. 


T. BaRNA 


The Budgetary Process in the United States. By A. Smiruies. A research study 
' for the Committee for Economic Development. (New York and 
London: McGraw Hill, 1955. Pp. xxii + 486. $6.50.) 


ProFessoR SmiruiEs’ book is in the words of the accompanying press 
release of the Committee for Economic Development, “a comprehensive 
analysis of the problems involved in the determination and control of 
government expenditure.” 

Part I of the book sets out the background and describes the nature and 
objectives of the budgetary process in some detail. Part II is the historical 
section showing the development of the system from the days of Hamilton to 
modern times. ‘This brings out very clearly the reforms which have failed as 
well as those which have succeeded. Part III outlines the weaknesses in 
present Congressional and Executive procedures, and many detailed sug- 
gestions are thrown out for their improvement. ‘These cover a variety of 
topics, such as the separation of the determination of government pro- 
grammes from the problem of reviewing them, suggestions for greater co- 
ordination of Congressional discussion and the possibilities of relating such 
discussion to the more general effects on the economy. 

Part IV deals with the formulation and programming of a defence 
budget. This is perhaps of rather less interest to non-American readers 
than the rest. Part V discusses miscellaneous problems of, for example, 
water-resource and agricultural programmes. This again is of less interest 
than the earlier Parts, but nevertheless does include a chapter which deals 
with the great problem of all Federations—the financial relations between the 


Federal and State governments. Part VI consists of only one chapter, but 
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this is probably the most interesting of all to the general economist, as its 
title, “‘ The Economic Impact of the Budget,” implies. 

This bare outline may perhaps give some idea of the great range of this 
book. An authoritative review of the present American budgetary system 
was long overdue and must be of the greatest value to British, as well as 
American, specialists on public finance and government. Whether, how. 
ever, the greater part of the book is likely to appeal strongly to the general 
reader is more doubtful. The two chapters on federal grants-in-aid and the 
economic impact of the budget are the most interesting. The former might 
have gained in effectiveness by a study and appraisal of the British block- 
grant system; for this is one of the points at which the problems of unitary 
and federal governments do overlap. The latter chapter suffers from being 
too compressed. It simply is not possible to deal properly with the principles 
of balancing the budget, the prevention of inflation, Colin Clark’s 25% 
ratio, economic growth, capital budgeting and the like all in one chapter of 
thirty-two pages! 

These minor criticisms, however, do not impair the great advantages of 
having an up-to-date description and appraisal of the Federal Government’s 
budgetary procedure and practice, all contained in one volume. 

A. R. PReEst 
Christ’s College, 


Cambridge. 


The Twentieth-century Capitalist Revolution. By A. A. Berrie. (London: 
Macmillan, 1955. Pp. 157. 8s. 6d.) 


Apo Fr BERLE was in 1933 co-author with Gardiner Means of the Modem 
Corporation and Private Property which, in a review in the Economic JOURNAL 
for September 1935, was welcomed as “ at last . . . a book that analyses 
the actual practice and the implications of the joint stock method of organiza- 
tion.” Dr. Berle has continued his interest in the legal implications of 
American Corporations and the present little book attempts to “‘ study them 
now as quasi-political institutions” (p. v). “‘ The Twentieth-century 
Capitalist Revolution” is the development in very large corporations (Dr. 
Berle, pp. 15 and 36, quotes Adelman’s estimate that 135 corporations own 
45% of the United States’ industrial assets) and in the independence of these 
corporations from the capital market. Of the $150 billion spent between 
1946 and 1953 in capital expenditures, “ only 6% was raised by issue of 
stock” (p. 26). What, asks Dr. Berle (p. 25), has become of the judgment 
of the market-place assumed by Adam Smith and still relied upon, ap- 
parently, by American business apologists in the financial pages of many 
newspapers. Economic events are no longer the consequences of the demand 
and supply of industrial atoms in a market, but the consequences of the 
quasi-political decisions and planning of the men of power—* the tiny self- 
perpetuating oligarchies ” as he puts it (p. 146)—at the top of a few dozen 
companies. 

Dr. Berle finds this (p. 4) “‘ a far more appealing organization of affairs 
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than ever was described under the zgis of /aissez-faire,” and his later chapters 
compare the conduct of corporations with the Norman courts of equity and 
the conscience of the King, and with Saint Augustine’s conception of the 
“ City of God.”” He instances the sums given by large corporations in the 
course of education, thus withholding “from their shareholders a portion of 
their profits”’ (p. 137), and the diplomacy exercised in international affairs 
by corporation representatives; but otherwise nothing very definite is ad- 
duced apart from the great progress in material standards of living in 
twentieth-century America. The reader is left somewhat uncertain whether 
he is claiming some achievement on the part of the corporation, or merely 
sees ground for hope. What certainly is clear is the author’s great fear of 
“statism.” Though he does not find classical laissez-faire appealing, this 
book shows him a very zealot for keeping the state out of industry, even when 
he has no belief in the hidden hand. Things are apparently to be left to the 
undisguised, visible hands of the large corporations. 

** Augustine christened ‘ The City of God’ ”’ (p. 145) the philosophical 
content which “ alone gave permanence to institutions.” Dr. Berle hopes 
the corporations’ philosophy will keep up with public opinion and that some 
agreed procedure, in consonance with the public conception of due process of 
law, will regulate the corporations’ policy and its relations with employees 
and agents. Failing this, and he honestly admits the chance of failure, 
reliance must be placed on the countervailing powers of other large corpora- 
tions as competitors, suppliers or customers, or on large trade unions. Only 
if all these fail is the State’s powers considered, and even then, Dr. Berle 
hopes that the threat of State competition will be enough. He tells how the 
T.V.A. under the New Deal first brought substantial rural electrification: 


** Whereupon the light and power companies discovered unsuspected 
ability to serve this market, and proceeded to do it. In the ensuing 
fifteen years the number of American farms to which electric power was 
made available jumped from 30 to 90%, of which more than half 
obtained service from private enterprise under the spur of possible 
government-financed competition ” (p. 41). 

The short case-histories which Dr. Berle introduces are most interesting 
and illuminating; but what they illuminate, at least to a European, is not 
always what the author intended. America is the land of reactions. Will 
there not soon be a reaction from this reaction from the State and Federal 
intervention of Roosevelt’s New Deal? 

P. SARGANT FLORENCE 
University of Birmingham. 


Free Trade and Protection in the Netherlands, 1816-1830. By H. R. C. Wricut. 
Cambridge Studies in Economic History. (London: Cambridge 
University Press, 1955. Pp. ix + 251. 31s. 6d.) 

Dr. Wricut’s book is not concerned with theoretical discussions on free 
trade or protection in the Netherlands during the years 1816-30, so much as 
with practical problems of tariff policy in the new kingdom. A change of 
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economic policy was unquestionably needed, not only because of the annexa- 
tion of the Belgian provinces but for many other reasons also. 

During the Napoleonic Wars the country had lost almost the whole of its 
shipping as well as its trade connections with overseas territories; after the 
wars economic revival was delayed as the result of imports of low-priced 
British goods and the revival of protectionism in countries like France and 
Prussia. King William I, a very active and energetic ruler, had the difficult 
task of promoting certain interests without damaging others; he wished to 
protect industry and agriculture without commerce being hampered or 
consumers’ prices being raised. It is interesting to note—and Dr. Wright 
does not fail to emphasise—that there were no differences of Dutch and 
Belgian views on these controversial issues. The Dutch and Belgian 
clothiers were united in demanding duties on woollen cloth of at least 15%. 
The commercial interests of Antwerp did not differ from those of Amsterdam 
and Rotterdam. Agitation for restrictive corn laws made considerable 
headway in the agricultural provinces both of the North and of the South. 

Because there were so many conflicting interests to be safeguarded, 
King William I had to act by trial and error, abandoning failures and 
following up successes. The result was satisfactory in so far that the Dutch- 
Belgian quarrels towards the end of the twenties were not economic. The 
king saw his work ruined by failure on the political side, especially in regard 
to language and education. This conclusion, which the author does not fail 
to draw, is not wholly new, but it is supported by new material. Dr. Wright 
has not only studied the existing literature on this period, including many 
little-known pamphlets from the Royal Library in The Hague; he also has 
made detailed inquiries in the Public Record Office of the Netherlands. In 
addition, he has found statistical data in the British Parliamentary Papers 
and elsewhere, which have not previously been used by Dutch scholars. 

There is, however, a danger connected with such research in archives 
which the author has not completely avoided. The scale of each chapter 
of his book has been determined less by the importance of the subject than 
by the abundance of the documents. The result is, for example, that much 
attention is being given to the tariff commission of 1820, which, in his own 
words, “‘ decided nothing and served merely for the rehearsal of familiar 
arguments,” whereas the tariff laws of 1818 and 1819 are hardly mentioned, 
probably because they have already received elaborate study by Dr. Groene- 
veld Meyer. 

The chapter on the tariff policy in the Netherlands Indies (Dr. Wright 
does not mention his earlier publication on this topic in the Economic History 
Review) offers another example of lack of balance through failure to em- 
phasise the important decree of 1819, which established a sort of tariff union 
between the Netherlands and the East Indian archipelago by exempting 
Netherlands products from import duty in Java. 

Impartiality is a virtue which no genuine historian can dispense with. 
Dr. Wright treats his subject most impartially ; he is neither a protectionist 
nor a free-trader, and he has no predilection for the Belgians or the Nether- 
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landers. It is my opinion, however, that the author carries impartiality too 
far in not expressing any opinion on the many controversial issues which 
aroused public opinion at that time. The Hollanders and the Belgians, for 
instance, disagreed on the possibility of restoring Holland’s general trade, the 
so-called staple market. Dr. Wright presents to the reader the arguments 
from both sides, but he fails to indicate where truth ended and fallacy 
started. His book would have been easier reading if he had been more 
prepared to draw conclusions. ‘The historian, after all, should be a judge 
who, after having listened to both parties, pronounces an impartial sentence. 

Notwithstanding this minor criticism, Dr. Wright has made a valuable 
contribution to the economic history of the Netherlands, which brings new 
points of view even to the expert. His study has at the same time practical 
and topical value, since the governments of the Netherlands and Belgium 
after the Second World War have been aiming at the same goal as King 
William I: the economic integration of North and South, of the Netherlands 


and Belgium. 
I. J. BRUGMANS 


Amsterdam. 


The Economic Development of Mexico. Report of the Mexican Working Party 
of the International Bank for Reconstruction and Development. 
(Baltimore, Maryland: Johns Hopkins Press (London: Geoffrey 
Cumberlege), 1953. Pp. vii + 392. 80s.) 

Industrialisation and Labor. By W. E. Moore. (New York: Cornell Uni- 
versity Press for the Institute of World Affairs, 1951 (London: Geoffrey 
Cumberlege, 1952). Pp. xx + 410. 32s. 6d.) 


Tue report by the Combined Mexican Working Party, set up jointly by 
the Nacional Financera of Mexico D.F. and the International Bank for 
Reconstruction and Development in Washington, D.C., on the prospects for 
the economic development of Mexico over the long term, is claimed on the 
dust cover as the most complete financial study to be published on the 
economy of Mexico in recent times. The reviewer can well believe it, 
though he might have preferred to substitute “ statistical ’’ for “ financial.” 
Of the 387 pages, over half is devoted to 153 tables. The text, well em- 
bellished with figures and percentages, occupies 152 pages. These are 
large, each of two columns of 300 words. There are five brief appendices, 
fifteen pages in all, twenty-three charts in the text, three maps and a short 
but useful index. 

The Combined Working Party considers the recent economic history and 
outlook for Mexico under the heads of national income, agriculture, mining, 
petroleum, electric power, industry, transport and communications and 
education, public health and welfare. The report then passes to an 
txamination of the public finances and the balance of payments, and 
concludes with a short summary chapter on the general outlook. 

Mexico, at the beginning of the war, was suffering, as indeed most 
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countries were, from surplus of capacity. Output rose after 1939. The 
foundations of industrial development were firmly laid by capital goods 
imported and paid for by the growing volume of exports at favourable prices, 
The growth of wealth was assisted over the twelve years from 1939 to 1950 
by rising foreign demand, by the high rate of domestic saving and the 
lessened home consumption which is one result of inflation; and by the quick 
and substantial returns to investment which then opened out. Population 
has since increased by reduction in the death-rate. The birth-rate has 
remained unaltered and high. Whether the rise in output can now be 
continued appears from the Report to depend chiefly upon the success with 
which resources can be raised, principally from domestic sources, and turned 
to the less spectacular business of maintaining the existing stock of capital 
and financing investments, many of which do not provide the quick returns 
heretofor expected but without which production cannot but decline and 
social welfare fail to be improved. 

Professor Moore selects for intensive study “a small area of central 
Mexico.” ‘Two small villages of the Zone of Atlizco, a few miles south and 
west of Puebla and two textile factories were included. ‘The method adopted 
was personal interview and about 1,200 persons were reached, one-half from 
villages and one-half from factories. The questionnaire is printed in the 
Appendix. It occupies twenty-five pages. It is something of an anti- 
climax to learn after all this that the inhabitants of the traditional but more 
impoverished village are more likely to be coerced into the factories by their 
poverty than the relatively more affluent residents of the more modern and 
more prosperous village; and that it is from the landless, the hungry, the 
politically powerless and the socially disaffected that the first industrial 
recruits are most likely to be found. But neither the poverty-stricken nor 
the more affluent, as Professor Moore so properly points out, are suited as the 
source to supply the managers and technicians who are needed if capital, 
whether foreign or domestic, is to be properly employed in the furthering of 
industrial development. 

This inquiry occupies three chapters (less than 100 pages) out of the 
twelve chapters which fill the 300 pages of text in the book. In the first six, 
Professor Moore reviews the literature for an account “ of the types and 
conditions or attitudes that induce or impede transition to industrial labour 
wherever they may be found.” He rejects as naive the view that men in an 
undeveloped country move from agriculture and other customary occupa 
tions into industrial employment just because the rewards are greater, 
pointing out what surely should have been obvious, that money is no incen- 
tive where there is nothing to buy. Professor Moore (or at least his assistants, 
for this is a co-operative venture) quotes from and support their argument by 
382 references in the first 200 pages of text. These are taken, but without 
indication of relative worth, from popular magazines and from the tomes 
of the gravest amongst us. Professor Moore provides an index both to his 
pages and to the “ Indianness ” of several provinces of Mexico. He repro- 
duces a number of tables from the Census of Mexican population in 1940 and 
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enriches the language with some choice additions. The reviewer was 
fascinated by two such gems, “ familial”? production and the theory of 
“ acculturation.” 
GILBERT WALKER 
Faculty of Commerce and Social Science, 
University of Birmingham. 


Ageing in Industry. By F. Le Gros Crark and A. C. Dunne. (London: 
The Nuffield Foundation, 1955. Pp. 146. 6s.) 


THE authors took the Census of Population for three years, 1921, 1931 and 
1951, as the basis of an investigation of retirement either into complete idle- 
ness or into another occupation. Because of difficulties of classification they 
concentrated on thirty-two occupations, covering a quarter of the occupied 
male population, which they then examined in the light of detailed knowledge 
given them by specialists in those trades. These statistics were used to 
answer the question, how far can men in their mid-sixties remain in their 
customary jobs? ‘The authors’ answer is complex. Old-time craftsmen, 
like clock-makers, often remain until they are very old; bus-conductors and 
drivers, coal-miners and signalmen usually retire; skilled men like farm- 
workers and bricklayers tend to carry on in some way until they are nearly 
seventy. ‘The key factor is the ability to adjust your working pace, which is 
easier for the craftsman or the man on piece work than for other people. 
Some industries arrange for their workers to change grades; in a coal-mine 
they move away from the coal-face to the surface. About 20% of men 
change their occupations to lighter work, becoming, for example, porters or 
jobbing gardeners. Some retire under superannuation schemes, even in the 
largely working-class occupations studied in the report, particularly tobacco 
workers, and the occupations in which this tends to happen are those where 
production methods have recently changed and made personal adaptation 
more difficult. The report ends with an appeal for an organised manner of 
transfer of the ageing into suitably adapted jobs. It considers this a matter 
of urgency with our ageing population. 

This research throws important light on to an obscure and emotional 
problem of industry, although the light it throws is different from that given 
in the social survey on reasons for retirement, or in geriatric studies, because 
the Nuffield report is concentrated on part of the working population rather 
than on the aged as a whole. There are two assumptions implicitly made: 
one is that as a matter of social health elderly people should be able to work if 
they want; the other is that these people’s productive capacity is necessary to 
the national economy. The first is more important, although propaganda 
concentrates on the second. This report concentrates, implicitly, on the 
social problem. 

The report’s methods are interesting. The Census material is broken 
down into identifiable occupations which have changed little, where the age- 
groups are identifiable because they can be presumed to remain in the same 
occupation for most of their lives. Thus if all carpenters became carpenters 























152 [MARCH 





THE ECONOMIC JOURNAL 


before they were thirty-five, and either remained carpenters all their lives or 
retired, the 1951 Census would show in comparison with the 1921 Census 
how many had retired and how many were left. The occupational mortality 
factor can remove the dead from the figures, but the doubtful categories are 
those who have migrated and (to relax our assumptions) carpenters who have 
changed their occupation. For the occupations selected the data are not 
subject to too wide a margin oferror. In combination with a second method 
of research (the age-group ratios) the figures in this report are as reliable a 
picture of retirement as anything short of several thousand case-histories, 
Indeed, the case-histories would be relatively worthless without this broad 
statistical background. 

The elucidation of the occupational material is of more doubtful value 
than the statistical work. For example, in farming, over half of one crucial 
age-group cannot be accounted for by the figures; it is alleged that large 
numbers of apparently retired men continue to work part-time or seasonally, 
The basis for this is a Ministry of Agriculture sample survey. Many jobbing 
gardeners are over fifty-five, and these are probably lapsed farm-workers, 
It would have been useful had the scope of the investigation included at least 
one detailed study of one occupation, because these inferences seem too 
casual to support the conclusions one is tempted to draw from the material, 
This is particularly the case in another large industry, coal-mining, where the 
exhortation is made on little evidence (admittedly guardedly) to adapt coal- 
face work to the elderly men. On the other hand, the section on brickwork- 
ing is thorough, and the Pilkington material is excellent. 

But this is carping criticism when so much has been done with what 
might at first sight appear so little. This report develops a new method of 
investigation and indicates the lines of future work. Briefly, it is clear that 
if the elderly need jobs, and socially this is probably so, then a large number 
will continue to leave their life’s work for something lighter and slower. 
The traditional light jobs are limited in number and in scope. What one 
would like to know now is how much adaptation within industry is taking 
place and is possible. If research on this question could be linked to the 
problems of white-collar retirement and superannuation, then a major social 


problem would be well on the way to solution. 
J. E. Vaizey 
St. Catharine’s College, 
Cambridge. 


America, Britain and Russia, Their Co-operation and Conflict, 1941-1946. By 
W. H. McNett. (London: Oxford University Press, for the Royal 
Institute of International Affairs, 1953. Pp. 819. 63s.) 


In this volume of the Survey for International Affairs, Mr. McNeill has 
written a history, not of the War itself, nor simply of the diplomatic relations 
among the Powers of the Allied coalition, but of a much wider and more 
penetrating range of relationships, as far as the United States and Britain 
are concerned. It was unprecedented and indeed revolutionary, and, as 
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the author hints in his conclusion, may, however transitory, embody the 
most promising clue to constructive change in international relations. In 
the tradition of Chatham House the book takes the form of a detailed and 
dispassionate chronicle of events. It is, of course, compiled from such 
sources as happen to have been published, and depends heavily on memoirs ; 
but the author has performed an invaluable service both for statesmen in 
marking the path to the present and for historians in providing an authorita- 
tive and meaningful framework within which they may in time find answers 
to the more searching questions of historical analysis. Indeed, the book is 
far more than a chronicle; in its scale, in the organisation which preserves 
unity of theme without sacrificing complexity of detail, in its skilful handling 
of narrative to show the new developing out of the old, and above all in the 
author’s capacity to convey, without rhetoric, the unfolding of great and 
tragic events, the book is a signal achievement of the historian’s art. 

In this story of co-operation and conflict, the co-operation is largely to be 
found in the relations of Great Britain and the United States, the conflict 
largely in those of the two Western Powers with the Soviet Union. The 
book has especial value in pursuing its theme, not merely to the victory of the 
coalition, but to its break-up and the onset of the Cold War, when Russia, 
as well as Germany and Japan, comes to provide a catalyst for Anglo- 
American co-operation. Because of the limited nature of Russian co-opera- 
tion, as well as the lack of evidence which would provide an equivalent 
depth to the Russian side of the story, the book’s chief value lies in its elucida- 
tion of the nature of Anglo-American co-operation. 

Owing to the spectacular achievement of SHAEF, the aspect of Anglo- 
American co-operation which has hitherto received most attention has been 
military; this is the first general work to give proper emphasis to the under- 
lying economic relationships which made that military achievement possible. 
Even on the military side economic factors induced global co-operation, if 
not, as in the European theatre, true integration. The Combined Chiefs of 
Staff became the arbiter of Allied strategy because of their power to allocate 
supply, and the Combined Boards, whatever their limitations, provided 
machinery not merely for allocating raw materials and munitions, but for 
integrating the two economies, in a measure, so that the entire resources of 
Britain could be mobilised for the decisive stroke in 1944. The story of this 
integration was revolutionary in the history of nation states, and admini- 
strative historians will find much to ponder over in Mr. McNeill’s account, 
which is admirably accurate and fair. Here and there the memory of a 
participant may be at odds with his judgment over details: he perhaps over- 
emphasises the extent to which the Foreign Office co-ordinated British supply 
policy in Washington, and Mr. Duncan Hall’s more recently published history 
of the British supply missions might have shown him how, by means of 
a miniature War Cabinet Office secretariat in Washington, the day-to-day 
work of co-operation was carried on outside the realm of foreign policy 
altogether. The limits of the “ Combined ” idea were in practice, as Mr. 
McNeill shows, severe, and the Combined Production and Resources Board 
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never even remotely approached the authority of the Combined Chiefs of 
Staff, whose civilian twin it was designed to be. It may be that if the Presi- 
dent and the Prime Minister had been as personally interested in the logis- 
tics of supply as they were in military strategy, the Combined idea might 
have had more authority. But military combination for a specific end was 
one thing; the integration of economies, impinging on the basic stuff of 
national societies, was another; and those concerned with the practical 
limits of the abrogation of sovereignty would do well to study the history of 
the Combined Boards. 

The American attitude to the Combined Idea was ambivalent. Along- 
side the genuine desire for a combined effort was the knowledge that the 
British were in Washington as claimants for American supplies. Those 
Boards worked best where, like the Combined Raw Materials Board, the 
British representatives came to the table with goods to offer, and therefore 
more nearly on equal terms with the Americans. Where this was not the 
case the British, like Churchill himself on the broader issues of strategy, 
could argue and plead, sometimes with good effect, but in the end had to 
acquiesce in American decisions. For beneath and supporting, not merely 
the Combined Boards but the entire Allied war effort, was a second novel, 
and separate, principle. 

The power of Lend-Lease in determining the character of the Allied war 
effort emerges ever more strongly as one contemplates the facts of Mr. 
McNeill’s narrative; and it is a pity that so little has been published which 
would give body to official statements (Sir David Waley’s account, in an 
appendix, is, inevitably, as flat as a White Paper). The “ philosophy ” of 
Lend-Lease was kept deliberately vague by a President who understood 
better than anyone the conflicting popular attitudes towards the support of 
Allies with American resources. Enlightened self-interest, philanthropy to 
suffering peoples, a loan in kind, all competed with the Combined Principle 
expressed in terms of “‘ Mutual Aid’; and opposition in Congress and the 
press led Roosevelt to repudiate the principle expressed in his covering letter 
to the annual Lend-Lease report of 1943 that “each is contributing in 
accordance with its ability and its resources.” Thenceforward although 
Lend-Lease appropriations were helped by publicity for British Reciprocal 
Aid to American Forces in Britain, the Combined Principle never became 
established in the public mind in the United States, and a growing set of 
problems beset the administration of Lend-Lease as the European War drew 
to a conclusion and as both countries set about reconversion and the British 
restoring the export trade. This lack of clarity about the nature and pur- 
pose of the vast American subsidy overseas lies at the centre of the problem 
of American foreign policy. It was responsible for the abrupt cessation of 
Lend-Lease with the end of the Japanese War, bedevilled the negotiations for 
the British Loan in 1946, which was launched as economic succour but, 
like the Marshall Aid programme, passed Congress as aid in the “ fight 
against Communism,” and still confuses and inhibits American economic 
policy, especially towards Asia. The key nature of the Lend-Lease idea as 
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an historical subject is illustrated by the unsuccessful attempt of the United 
States Government to use it as an instrument for re-establishing a liberal 
structure of international trade, and its success as a political instrument. 

The collapse of the whole structure of Anglo-American co-operation after 
the war is an important element in the tragedy of the Peace. It is not 
British complacency to believe that this collapse was the result of the decision 
of the overwhelmingly stronger of the two Powers to withdraw from it. 
Mr. McNeill brings out clearly the limitations of American foreign policy 
of which Lend-Lease was only a part. The American military tradition, 
which eschews politics and tried to fight the European campaign in a political 
vacuum; the aboriginal hostility of Americans in general and their President 
in particular to imperial authority and to “ power politics” and spheres of 
influence, especially when British; the Wilsonian yearning for an inter- 
national rule of law, expressed again by President Roosevelt; the American 
desire for a return to normalcy in a world which had ceased to recognise a 
norm; all combined to obscure the realities of power and the vital im- 
portance of a special relationship between the United States and the British 
Commonwealth, a relationship which had to be painfully re-established, ina 
disguised form, in NATO and ECA. 

Yet there is an obverse to the coin. Mr. McWNeill’s book reads, to an 
European, like a tragedy in the grand scale. But, true to his American birth- 
right, the author by no means shuts the door to progress. In his concluding 
chapter he surveys the change in scale of international politics, the develop- 
ment of supra-national administration, the universal promotion, in various 
guises including the Russian, of social revolution and, above all, the con- 
tinuing robustness of American idealism expressed most recently in Roose- 
velt’s “‘ myth ” of peace on earth through human planning, and comes to the 
conclusion that the experience of war may have pushed international relation- 
ships on to a higher and more stable plane. In this American hopes are 
important. 


St. Fohn’s College, 
Cambridge. 


F. THIsSTLETHWAITE 








NOTES AND MEMORANDA 


A NOTE ON INCOME DISTRIBUTION IN DEVELOPED AND 
UNDERDEVELOPED COUNTRIES 


THESE comments relate to Professor Theodore Morgan’s article, “ Dis- 
tribution of Income in Ceylon, Puerto Rico, the United States and the United 
Kingdom,” appearing in the December 1953 issue of the Economic JOURNAL, 
pp. 821-34. In this article two inferences are drawn by the author: first, 
that despite various caveats regarding the data presented for Ceylon and 
Puerto Rico, the inequality in size distribution of income in these countries 
is greater than in the United States and the United Kingdom, and second, 
this conclusion is boldly extended to underdeveloped and developed countries 
in general. 

_ The first conclusion is based mainly on the comparison of concentration 
ratios (p. 828), which are (for before-tax distribution) 53° for Puerto Rico, 
43%, for Ceylon, 40% for the United States and 35% for the United Kingdom. 
The author states: “‘ There are qualms about the accuracy of the Puerto 
Rico data, given above.”’ ‘Tax evasion and avoidance, inadequate samples 
and failure to report miscellaneous and imputed incomes (mentioned by the 
author) all amount to a considerable sum. How large this under-reporting 
may be can be seen by comparing the aggregate income from the size distribu- 
tion with aggregates from national-income statistics. ‘The total in the income 
distribution (which is for 1946/7) is $423 million. (See the original source, 
H. Perloff, Puerto Rico’s Economic Future, p. 166.) This total, presumably 
personal income, may be compared with a recent estimate of personal income 
—derived from fairly good income statistics—of $658 million for 1946/7 
(see Economic Planning Board, Economic Development of Puerto Rico 1940-1950, 
1951-1960, p. 158). ‘The coverage of personal income in the former is only 
64% of aggregate personal income derived from national-income statistics. 
It may be noted that H. Perloff uses the Puerto Rican distribution to indicate 
*‘ approximate magnitudes ”’ without any comparisons with United States 
distribution. 

The data for Ceylon appear to be no better. The most questionable 
aspect of the data is the fact that these figures cover only the month of 
December 1950. They appear to be converted into annual incomes by 
multiplying by twelve months. In countries which are predominantly 
agricultural there is apt to be a pronounced seasonal pattern of economic 
activities, For example, in Ceylon the winter paddy-growing season is 
harvested in January or February, at which time peasant income may be 
high and in preceding months low. On the basis of the data given by 
Professor Morgan (p. 823), per capita annual income works out to be 220 
rupees in 1950. This figure multiplied by a total population of 7,544,000 
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gives an aggregate income of 1,660 million rupees. Personal-income data 
are not available for Ceylon, but its national income for 1950 is 3,840 million 
and for 1951 4,507 million rupees. (These together with the population 
figures, are from the U.N. Monthly Bulletin of Statistics, April 1953, pp. 1 and 
142). Thus, the total income from the size distribution is only 43% of the 
1950 national income. It would seem to me that these figures, both for 
Puerto Rico and Ceylon, are too rough for the kind of comparisons in the 
article and that the few percentage differences shown in the concentration 
ratios are not significant. 

As to the larger ratio of highest to the lowest average incomes of various 
occupations in Ceylon as compared to the United States (see pp. 830-1), this 
depends on the number and composition of occupations in the highest and 
the lowest brackets in Ceylon and the extent to which these are matched in 
the corresponding brackets in the United States. The information given in 
the article is too brief to permit one to pass judgment on many of the com- 
parisons intended. ‘This type of income distribution is extremely difficult 
to execute successfully. 

In addition to the concentration ratios, Professor Morgan supports his con- 
clusion by appealing to impressions of Westerners which are “‘ more emphatic 
than our data bear out.” But on complex quantitative matters, such as the 
comparison of total income distributions in various countries, impressions 
(especially the first ones) can be most misleading. Interestingly enough, the 
two impressions he cites are taken from the U.N. Economic Bulletin for Asia and 
the Far East, January-June 1952, pp. 24-5, according to his footnote, p. 829. 
Now (as I understand this passage in the Bulletin), these are cited by the 
Bulletin only to show that impressions of Westerners may be misleading and 
that they tend to exaggerate the actual state of inequality in the Orient. 
The authors of the Bulletin (looking, incidentally, at the same Lorenz curves 
and concentration ratios for Ceylon and the United States as those of Professor 
Morgan) conclude that “ the relative uniformity in the degrees of income 
inequality in such different economies is indeed surprising, and suggests 
some generalization having the character of a statistical-economic law” 
(op. cit.). The Bulletin argues that the extreme riches the Westerner sees are 
confined to a very small group, say, those in the “‘ topmost one, two, or five 
percent,’ while the extreme poverty he sees in the rest of the population is 
due to his inability to distinguish the gradations in the standard of living 
which actually exist. 

I understand these passages in the Bulletin to mean that the proportion in 
the lowest and highest income brackets in the Orient is smaller than first 
impressions lead the Westerner to believe. I would agree with the Bulletin 
and further argue that the income range represented by the extremes of 
poverty and riches that the Westerner sees in the Orient is probably small 
in comparison to that in a country such as the United States. The wealth 
of the Oriental potentate is in full display (jewels, castles, cars, etc.), but 
the wealth of the rich in the West is in portfolio, in the form of stocks and 
bonds. In the main, the consumer durables (non-income-yielding wealth) 
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of the former do not represent either current income expended or future 
income to be yielded. 

The first conclusion is generalised and is extended to underdeveloped 
and developed countries in general. “Income distribution in ‘ under- 
developed ’ economies, by size, by occupations, and by national groups, is 
more unequal than in developed countries. The persisting cause is im- 
mobility in the widest sense ” (p. 833). By the latter is meant, monopolies, 
high interest rates, concentration of land ownership, in addition to factor 
and commodity immobilities. This conclusion with respect to size distribu- 
tion is of great interest, and it may be worthwhile to discuss this a bit more 
than the author does. We focus our arguments on the problem of “ persist- 
ing cause of immobility, even though the conclusion is an empirical one. For 
the empirical evidence is very inadequate and in all probability will continue 
for a long time to be of a dubious kind due to various technical reasons.” } 

In effect, the author makes greater inequality the function of greater 
immobility. Even when immobility is taken in a broad sense, this view of 
the matter is too simplified. For example, the number of income earners 
within each household is a factor to be considered, and probably the average 
number in the lower-income households is larger in underdeveloped than in 
developed countries (due partly to longer educational periods in the latter 
countries). More important, perhaps, is the size of total output of the 
economy or national income relative to the bare subsistence output. If the 
total output is no larger than the subsistence output required by the inhabit- 
ants, there can be very little inequality of income persisting over very long 
periods, excepting for such differences as may occur owing to regional 
price and income differentials, varying size of households, etc. That is to 
say, the smaller the difference of total output from subsistence output, the 
smaller is the maximum possible degree of variation from equality. (Eski- 
mos, American Indians, nomadic tribes and other groups whose study is the 
central interest of anthropology may be examples of underdeveloped societies 
in which total output is not very much larger than bare subsistence. Large 
parts of Asia, Africa and Latin America are still inhabited by such subsistence 
groups.) Itis largely upon this margin of difference that Professor Morgan’s 
immobilities operate to produce inequalities. 

Now, for a number of the underdeveloped countries, it would seem that 
total output is not very much greater than subsistence needs. And where 


1 Morgan’s thesis is not supported by some of the existing data. See, for example, W. Abraham’s 
study in the U.N. Technical Assistance report, The National Income of the Philippines and Its Distri- 
bution (New York, 1952), p. 20, and the U.N. Economic Bulletin for Asia and the Far East, January- 
June 1952, Bangkok, November 1952. The Philippine data, which show a concentration ratio 
equal to that of the United States, appear somewhat better than those of Ceylon or Puerto Rico, 
although not enough details of the data are available to permit a conclusive judgment. 

2 One may note that, if we confine the term geographic mobility to factor and commodities as 
it is customary, greater mobility tends more to equalise the real incomes rather than the money 
incomes of the same factor or commodity. Due to various reasons (e.g., foreign trade, transport 
costs, etc.) differences in money incomes will remain even after real incomes are equalised. 

The annual wage per person employed in the underdeveloped economy is taken to represent 
very approximately the subsistence income or output per person in the labor force. 
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the latter is from 85 to 95% of total output it does not seem possible for very 
much inequality to persist for these poor countries regardless of immobilities. 
That is, even with high interest rates, if the total volume of money loaned out 
by a given group of moneylenders is small, the influence of interest rates on 
inequality is small. 

Another important consideration is the distribution of ownership of 
income-yielding assets. (This is, in part, included in the author’s “ im- 
mobility ’’ as concentration of land ownership. It seems preferable to treat 
such concentration separately from immobility, per se.) Income-yielding 
assets may be divided into natural resources and man-made assets. First, 
the per capita value of man-made assets (relative to rates of earned incomes) is 
small in underdeveloped countries, compared to developed countries, so 
that even if the concentration of their ownership were the same, this factor 
would contribute to equality. The volume of industrial, mercantile and 
financial capital is probably very small, since capitalistic production and 
commerce are only partially developed. It is not possible to make a similar 
statement for natural resources, but the statement probably holds true if 
both types of assets are considered together. Secondly, there is one major 
reason for the presumption that the distribution of asset ownership is less 
unequal in the underdeveloped countries. Except for countries like Cuba, 
the size of the class of working proprietors and other entrepreneurs in the 
labor force is relatively large. This means that, if the per capita value of all 
income-yielding assets (relative to earned income) is the same in both types 
of economies, this total of assets is probably distributed more equally in the 
underdeveloped countries. 

These considerations would lead me to a view quite the opposite of Professor 
Morgan’s, although with certain qualifications. Generalisations with respect 
to size distribution of incomes in underdeveloped relative to developed 
countries are possible only for countries whose per capita output is so low that 
it does not exceed by very much the fer capita subsistence, and where the 
concentration of land ownership is not marked. The lower the level of 
real income and land concentration, the greater the confidence of such 
generalisations. For other countries (which we may refer to as “ semi- 
developed ” countries) whose output is considerably larger and where land 
concentration is marked, it is hazardous to assume that income inequality in 
the distribution of assets varies considerably from one semi-developed country 
to another. (For example, compare land concentration in Japan and in 
Cuba.) Similarly, variation in per capita output is considerable. 

In other words, a blanket generalisation covering developed and “ semi- 
developed ”’ countries is risky, since there is no clear-cut distinction between, 
or designation of, developed and “ semi-developed ” countries. Even for 
those underdeveloped countries (with very low incomes), the generalisation 


1 Offhand, these countries may be those occupying the lowest per capita income bracket in the 
U.N. National and Per Capita Incomes in 70 Countries—1949 (New York, October 1950), p. 28; perhaps 
not all these countries, since these estimates are very approximate. For 1949, these countries may 
be Ethiopia, Liberia, Haiti, Ecuador, Burma, China, Indonesia, Korea, Ceylon, Saudi Arabia, 
Thailand, Yemen, Afghanistan, India, etc., to name a few. 
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stated above must be taken in a very approximate and loose sense. For, 
to a certain extent, the outcome of the comparison will depend on the defini- 
tion of income and recipient unit employed in the construction of the 
distribution. But assuming a broad definition of income (at least as broad 
as the definition adopted in the U.N. A System of National Accounts with 
Supporting Tables (New York, 1953)) and the recipient unit to be the house- 
hold, our guess is that income (before tax) is distributed more equally in most 
countries of Latin America, Africa, Asia and the Middle East than in the 
United States or the United Kingdom. 


Norte. In an article in the American Economic Review, March 1955, ‘‘ Economic 
Growth and Income Inequality,”’ Professor Kuznets arrives at conclusions similar 
to Professor Morgan’s. In addition to the data cited by the latter, Professor 
Kuznets uses data for India which are admitted to be very approximate (and in 
the view of this writer, too rough for the uses to which the data are put). But 
Professor Kuznets rests his case not only on the empirical data but also on the 
discussion of certain causal factors, i.e., greater inequality in the ownership of 
assets and the shift from agriculture to urban industries. One would think that 
these and other factors are relevant for countries which have passed from the 
underdeveloped stage and are in the semi-developed period; for example 
England in most of the nineteenth century rather than the eighteenth century, 
and would hardly apply to India to-day. 

Harry T. OsHima 
Stanford University. 





INCOME DISTRIBUTION IN DEVELOPED AND UNDER- 
DEVELOPED COUNTRIES: A REJOINDER}? 


Mr. Osuima’s note is based on a misapprehension. It is not with a con- 
clusion of my article that he disagrees, since no conclusion was given, but with 
a hypothesis (Article, p. 833). Though the difference is a matter of emphasis, 
it is still appreciable. But data available to me since I first wrote suggest 
a stronger case for the hypothesis than I then supposed. Mr. Oshima’s 
arguments relate, first, to the statistics on concentration of income, and 
second, to general reasoning on what concentration comparisons ought to 
show. 

Statistics from under-developed areas are no doubt less trustworthy than 
those from the most developed countries. The issues are then, how modestly 
the former are to be used, or whether they are to be disregarded altogether. 
There was, we know (p. 824), under-reporting in the Puerto Rico data, 
and as a later Ceylon survey indicates, probably also in Ceylon. The 
U.S. Federal Reserve consumer surveys have been troubled by the same 
problem. Nevertheless, an exaggerated impression of inequality does not 
arise from under-reporting in itself, but only from greater under-reporting 
in low than in high income groups. Mr. Oshima does not present evidence 


1 I am indebted to Jacqueline L. Hodgson for assistance in preparing the statistics in this note. 
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why this should be so. The original article suggests (p. 824) that the 
problem exists for both groups. 

Mr. Oshima assumed that a foolish way of estimating annual agricultural 
income was followed, that is, multiplying the income of one month by 
twelve. The method was indicated (p. 823); perhaps it should have been 
given more plainly: the typical or normal income of those sampled was 
sought, not the income of the month of the Survey. 

Nor are national income data necessarily a good benchmark for accuracy. 
Mr. Oshima quotes Ceylon gross national income figures as rising by 16% 
between 1950 and 1951. The rise proves neither swift economic develop- 
ment nor swift inflation. The 1951 figure is based on calculations that we 
at the Central Bank of Ceylon worked out: it included estimates for items 
previously omitted for lack of data. National income figures are also un- 
certain! Also in under-developed countries with heavy reliance on indirect 
as compared with direct taxes (in Ceylon the former have recently been 
nearly five times the latter), personal income naturally falls far below gross 
national income. On the other hand, the gap between the two estimates of 
Puerto Rico personal income cited by Mr. Oshima does seem wide, though 
no proof of distortion of the sampling evidence on distribution. 

The best recent statistical comparisons I have been able to find are the 
following : 

(1) The United Nations has calculated 1 comparable data for three under- 
developed and five developed countries (using these terms in a conventional 
sense) : 











Percentage of total income Percentage of total income 
received by richest +5. received by poorest half. 
Before income| After income || Before income} After income 
taxes. taxes. taxes. taxes. 
Under-developed : 
Ceylon (1950) ‘ ‘ 3 33 — 21 a 
El Salvador (1946) ‘ ‘ 44 _ 26 —_ 
Puerto Rico (1946-47) . ‘ 41 — 16 = 
Developed : 
Denmark (1949) . : — 29 = 23 
United Kingdom (1947-48) ‘ 32 26 26 30 
Sweden (1949) ; : 29 — 27 — 
Canada (1949) 2 F 28 26 26 27 
United States (1949) : . 30 28 23 24 

















The contrast is unmistakable. Usually rich are relatively richer, and 
the poor relatively poorer in under-developed than in developed areas. 
(But if we use figures from the 1930s, depression years, the comparisons are 
ambiguous. The United Nations table gives such estimates for the Nether- 
lands, the United Kingdom and the United States.) 


? United Nations: Preliminary Report on the World Social Situation, New York, 1952, p. 133. The 
Ceylon data are from our own basic figures. Italy is included in the U.N. table but omitted above 
as being neither clearly developed nor under-developed. Percentages are rounded to the nearest 
whole figure. 
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(2) Professor Kuznets includes India in a comparison? of post-war 
income distributions : 








Percentage of total | Percentage of total 
income received by | income received by 
richest 20%. poorest 60%. 
Under-developed : 
India. ; ; ; . 55 28 
Ceylon . : : ; ; 50 30 
Puerto Rico . : 2 . 56 24 
Developed : 
United States . : : 44 34 
United Kingdom . . ; 45 35 











India here fits into the normal pattern. The rich are richer and the poor are 
poorer than in the developed countries. 

(3) Ceylon carried out in 1953 a careful country-wide sample survey of 
consumer income and outlay. There was some under-reporting, but again 
the presumption is that it existed both in low (through forgetting items of 
real income) and high (past or future evasion of income taxes) income 
brackets.2, A United Nations Mission surveyed the 1951 incomes of the 
urban population of El Salvador by a large and careful sample.* In 1951-52 
a sample survey of incomes in Barbados was carried out by the Dominion 
Bureau of Statistics of Ottawa, Canada. The Survey attempted to get 
average weekly incomes for two periods, the crop season and “‘ hard-times.” 4 
The income distribution results of all these can be summarised as Lorenz 
concentration ratios, where 100 means complete inequality of income dis- 
tribution and 0 complete equality (Article, p. 827). We compare these 
with our previous results for the United Kingdom and the United States: 











Concentration ratios 
(before taxes). 
Under-developed : * 
Ceylon (1953) . ; F P . 49 
El Salvador, urban (1951). : i 59 
Barbados (1951-52)— 
Crop season. : : : , 46 
Hard times. ; ; : ; 47 
Developed : 
United States. , , : ‘ 40 
United Kingdom ‘ ‘ ; . 35 





* A Philippine study is referred to by Mr. Oshima. It is based on data from the 1948 census, 
which included questions on income. The allocation by income brackets omits, however, 31% 
of estimated personal income as ‘“‘ unreported,” ‘‘ other” or consisting of transfers (United Nations 
Technical Assistance Programme, The National Income of the Philippines and its Distribution (New York, 
1952), pp. 20, 35). The portion of personal income that is allocated gives a concentration ratio of 
40, pas to that of the United States in our data. I have not included the Philippine figure in the 
table, since it seemed to me the omissions were too large to leave the remainder trustworthy. 





1 * Economic Growth and Income Inequality,”’ Presidential Address, American Economic Review, 
March 1955, pp. 20-1. 

2 Central Bank of Ceylon, Survey of Ceylon’s Consumer Finances (Colombo, 1954), p. 16; table 10. 

3 United Nations Technical Assistance Programme, Proposals for the Further Economic Development 
of El Salvador (New York, 1954), p. 11, Appendix II (pp. 101 ff.). 

* K. H. Straw: “A Survey of Income and Consumption Patterns in Barbados,” Social and 
Economic Studies, Vol. 1, No. 4, August 1953, pp. 29, 30. 
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The data from El Salvador appear to be the least significant, in this series, 
because of the sampling of the urban population only. The general com- 
parison once again suggests greater inequality in under-developed areas. 

Comparisons between occupational incomes (Article, pp. 830-1) 
obviously do turn, to a considerable degree, on the occupations chosen. I 
tried to choose occupational groupings that would make fair comparisons. 
Recently I have also compared the range of salaries within a United States 
and a Ceylon university, and within a United States and a Ceylon bank of 
like size, with the same contrast as was found in the article. The point is 
that, in my opinion, the inequality difference is so large that no room for 
reasonable doubt is left. 

The United Nations study cited above considers the greater income in- 
equality it finds in under-developed areas to be consistent with frequently 
observed conditions: “concentration of land ownership . . . high rents, 
high shares of crops to landowners, and high interest rates; a large surplus 
of cheap, unskilled labor . . . competing for work; extreme educational 
and cultural differences.” It sees the spread of industrialisation resulting 
not in masses of low-paid unskilled workers, but “‘ more opportunities for 
higher paid types of work, such as professional, technical, or commercial 
work.” + Kuznets comments on the lack of middle classes in under- 
developed countries.2, An influence working toward immediate greater 
inequality of after-tax income in under-developed areas, and eventual greater 
before-tax inequality, is the relative ineffectiveness of the income tax there. 
Even where it seems to be sharply progressive, as in Asia, it may be only 
superficially so. ‘‘ There are many ways in which the wealthy tax payers 
may legally avoid the tax through ‘loopholes’ and also through relatively 
ineffective—or at least uneven—administration of the law.” 3 

Mr. Oshima’s subsistence argument runs that in under-developed coun- 
tries output is usually not much greater than subsistence needs, that people 
consume no less than their subsistence needs, therefore that there is very 
little surplus that can give rise to inequality. The fallacy, it seems to me, 
in this interesting reasoning lies in assuming that subsistence needs are a 
fixed thing, below which income does not fall. But subsistence needs are as 
variable as any other cultural-physical phenomenon of societies, and income 
can and does fall far below subsistence. Even though we define subsistence 
needs very moderately, income in most under-developed areas is regularly 
below “‘subsistence.”” Chronic malnutrition, frequent disease, and early 
death are evidence. To assume that output cannot be less than subsistence 
is to confuse “‘ ought ” with “‘is.”’ 

The argument that income-yielding assets must be relatively equally 
distributed in under-developed areas is in part based on the same fallacy, 
that each entrepreneur must have no less than some minimum of assets, 


1 Op. cit., p. 133. 

2 Op. cit., p. 22. . 

* Economic Commission for Asia and the Far East, Bulletin, Vol. IV, No. 3 (Bangkok, 1953), 
p. 10, 
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that the total of assets is small, therefore no one can have very much over the 
minimum. But if the minimum, as a fixed thing, does not exist? And 
even if income-yielding assets were distributed completely equally, the effect 
would at most be no separate cause of inequality, to be added to the other 
causes existing in the society. 

Summing up, I conclude that in 1955 general reasoning supports no less 
strongly, and the statistics support more strongly, than when I was writing in 
1953, the hypothesis that income is currently distributed more unequally 
in under-developed than in developed areas. The U.N. data } do suggest, 
however, that that might not have been true in the depression years of the 


1930s. 
THEODORE MORGAN 


University of Wisconsin. 





STOCKS AND THE SHARE OF WAGES 


In his article, “‘ Inventory Investment and the Share of Wages in Manv- 
facturing Income,” Mr. G. C. Archibald * aims at establishing a relationship 
between the share of wages in total manufacturing income and changes in 
stocks, that is, in inventory investment. By this is meant not the well-known 
statistical effects on income, and therefore, on the share of wages in income, of 
monetary changes in stocks which are the same in volume, but the effects of 
physical changes in stocks on the share of wages. He applies the disequi- 
librium method to the analysis of distribution and assumes ° that a firm: 


(a) keeps prices constant during the planning period so that in- 
correct plans, in the sense of inaccurate forecasts of sales, result in the 
accumulation of stocks, that is, in unintentional investment in inven- 
tories ; 

(6) maintains a constant profit margin and that although entre- 
preneurs believed at the beginning of the period that their planned 
ouput would maximise their profits, they prefer price stability to profit 
maximisation in the event of overestimates of demand; 

(c) is confronted with constant average prime costs so that total 
wages, which are equated with total costs in the first instance, are 
constant—output being assumed constant in (a). 


The conclusions suggested at the end of the article are: 


(1) in the short run, when sales fall, entrepreneurs prefer the accumu- 
lation of stocks to the reduction of output or margins, and this results 
in an increase in the share of wages (caused by changes in the output: 
sales ratio and in the raw-material-prices : wage-rates ratio) ; 

(2) when sales continue to fall entrepreneurs reduce the burden of 

1 Op. cit., p. 133. 
2 G. C. Archibald, “ Inventory Investment and the Share of Wages in Manufacturing Income,” 


Economic Journat, Vol. LXV, No. 258, June 1955, pp. 257-70. 
3 Ibid., pp. 257-8. 











the 
nd 


ect 


nu- 
hip 
; in 
wn 
», of 
s of 
jui- 


the 
en- 
tre- 
ned 


‘ofit 


otal 


mu- 
sults 
ut: 


n of 


me,” 








1956] STOCKS AND THE SHARE OF WAGES 165 


stocks and accept smaller margins, thus continuing the redistribution 
in favour of labour, even when the output : sales ratio turns back 




















against it. 
Price D2 D! 
: T Q 
D? D! 
R S a 
i) N M 
Quantity 
Fic. 1 


In the model of the behaviour of a firm, as shown in Fig. 1, demand in 
period one was DD! and in period two was D*D?. Because changes in 
prices, margins and costs are ruled out by assumptions (a), (b) and (c), sales 
contract from OM to ON. But on assumption (a) output is maintained at 
0M, so there is accumulation of stocks by quantity VM. The value of the 
increase in stocks is VMLS if they are valued at cost, or NMQT if they are 
valued at market prices. The method of valuation is important because 
cost-valuation results in a fall in total income by SLQT, and price-valuation 
results in the same total income OMQP. Since total wages are assumed 
constant in (a), and since it is also assumed that total income consists of wages 
plus profits (including stock changes), it follows that the variation of the 
share of wages also depends on the method of valuation; if cost-valuation is 
chosen, the share of wages rises because profits (including stock changes) fall ; 
if price-valuation of stocks is adopted, the share of wages is constant. 

The tautological nature of this approach is even more clearly brought 
out if stock changes are treated—as they are in the accounting sense—as part 
of the profits of a firm, for the theory amounts to this: assuming that total 
income consists of profits plus wages, and assuming that the wages bill is 
constant, the share of wages in total income depends on what happens to 
profits. 
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Of course, it is no criticism to describe a theory as tautological, for not 
all tautologies are trivial. Indeed, tautologies such as the equation of 
national income and national expenditure can become useful tools of analysis, 
Unfortunately, it is very difficult, as Mr. Archibald points out, to assess the 
pragmatic value of his theory. But the assumptions of his theory can be 
examined, and this can give an indication of whether or not the tautology 
is likely to be useful. 

First, it is very dangerous to generalise from the theory of the firm to the 
total of all manufacturing income, and this danger is present in all micro- 
economic analysis, including the disequilibrium analysis. Different firms 
have different planning periods, and at any time ¢ there will be a large 
number of firms arriving, at the end of their planning periods. If the aggre- 
gate demand for goods and services is declining, these firms will tend to 
reduce prices and/or output, and such actions will influence the share of 
wages in total manufacturing income. ‘The decision to reduce prices and/or 
output will also be taken by another set of firms at time ¢ + 1 with similar 
effects on the share of wages. For the manufacturing sector as a whole the 
continuous variation of prices and/or output—even with the assumptions 
of disequilibrium analysis—will affect the share of wages in total manufac- 
turing income. Assumption (a) cannot be applied to the total manv- 
facturing sector. 

Again, if the aggregate demand for goods is increasing, assumption (c) 
becomes untenable: the wages bill will tend to increase as a result of trade- 
union pressure and/or the competitive bidding for labour by entrepreneurs. 
Similarly, in certain types of depression it may be possible for entrepreneurs to 
enforce wage-cuts and so reduce the wages bill. The effects of trade-union 
pressure and the strategy of management have been discussed in a previous 
article in this JouRNAL.1. However, this type of influence on the share of 
wages must be distinguished from the sort of relationship between changes 
in stocks, isolated from profits, and the share of wages; the latter is a definitional 
relationship, whereas the former are functional relationships and are capable 
of being refuted or not refuted by an examination of the facts. The functional 
relationships which were considered seemed to apply to British experience, 


1 E. H. Phelps Brown and P. E. Hart, “‘ The Share of Wages in Naiional Income,” Economic 
Journat, Vol. LXII, No. 246, June 1952, pp. 253-77. In this article, the rigid sector of salaries 
and rent was regarded as stable, but there was no assumption that the share of profits in national 
income was stable. The relationship between wages and profits (including stock changes) ‘‘ though 
far from constant does draw a fairly stable pattern of cyclical variation ’’ (p. 267). This regularity 
of variation was attributed to a stable pattern of adjustment of firms which could not “‘ be reduced 
to any simple form, such as that . . . price is set at a certain gross margin over direct cost ”’ (p. 268). 
For this reason, among others, any constancy in the share of wages in total income (wages + profits 
+ salaries + rent) was not explained in terms of a constant mark-up. The short-run stability of 
the share of wages, when corrected for changes in the working population, was partly accidental in 
the sense that the absolute size of the rigid sector was large enough to be able to compensate, for 
example, any losses by wages relatively to profits in the upswing. In other economies, where rents 
and salaries are smaller relatively to the flexible sector, this compensation would not happen. These 
points, together with a careful reading of the whole article, should remove the misunderstanding on 
pp. 268-9 of Mr. Archibald’s paper. 
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but there may well be others which were not considered (for example, the 
terms of trade), and it may also be true that the same functional relationships 
do not exist in other economies. 

To establish a functional relationship between changes in stocks and the 
share of wages, one would have to estimate the part played by monetary and 
physical changes in stocks in entrepreneurial strategy; how stock changes 
influence the prices entrepreneurs would like to charge and how these are 
related to actual prices. The effects of changes in stocks on entrepreneurial 
policy are likely to depend on the causes of the change; if stocks are being 
accumulated because of declining sales, entrepreneurs may lower their prices; 
if the increase in stocks is a result of rapid improvement in productive tech- 
niques or due to sudden fear of war and future shortage, with distribution 
lagging behind, they may not lower their prices, indeed, if their expectations 
are very optimistic, they may try to raise them. Similarly, the monetary 
valuation of stocks may depend on why stocks change; in the case of pro- 
duction expanding ahead of distribution it would be reasonable for entre- 
preneurs to value stocks at current prices, while in the case of declining sales, 
entrepreneurs may value stocks at direct cost or even less.} 

Clearly, business-men’s valuation of profit actually made in the past will 
vary in different circumstances, even if stock changes are the same, and if 
their future policy (for example, price and wages policy) partly depends on 
past profits, it will in turn depend upon the method of stock valuation. It 
is also probable that entrepreneurial attitudes to stock changes will vary 
between different economies: in those economies with long experience of 
inflation, entrepreneurs may tend to value stocks at current prices, whereas 
in those economies with a tradition of stability, business-men may favour 
stock valuation at historical cost. 

Enough has been said to show that the establishment of a functional 
relationship between stock changes and the share of wages would be a 
difficult task. The definitional relationship is obvious; stock changes, both 
real and monetary, form part of reported profits, and thereby part of total 
income, and affect the denominator of the share of wages. But attempts to 
explain variations in the share of wages must be concerned with the establish- 
ment of functional relationships; the interesting questions are: how is this 
share affected by trade-union activity, by entrepreneurial strategy, by 
changes in the terms of trade, etc., etc.? 

Estimates of the value of physical changes in stocks in this country 
1870/1954 will be available,? and perhaps Mr. Archibald can be persuaded 


1 The stock valuation being discussed here is the value which business-men take into considera- 
tion when deciding policy. This valuation need not be identical with their accountants’ figures. 
For example, business-men, especially if they are accountants themselves, regard stock appreciation 
in times of inflation as a nominal part of their profits when deciding policy on dividend distribution 
or on appropriation to reserves. 

2 J. B. Jefferys and D. Walters: ‘‘ National Income and Expenditure of the United Kingdom 
1870/1952,”’ Income and Wealth, Series V, to be published for the International Association for Research 
in Income and Wealth by Bowes & Bowes, London. For recent years the Blue Book on National 
Income gives estimates of the value of physical changes in stocks and stock appreciation. 
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to relax his assumptions of constant wages, constant prices, and to assess the 
influence of stock changes on entrepreneurial policy, and therefore on one 


factor influencing the share of wages. 
P. E. Harr 


The National Institute of Economic and Social Research, 
London. 





STOCKS AND THE SHARE OF WAGES: A REJOINDER 


1. Tue chief of Mr. Hart’s interesting criticisms of my paper is that the re- 
lationships I set out to explore were “ definitional,” and hence less interesting, 
and less important, than what he calls “ functional” relationships. The 
obvious methodological reply is that, in matters of this sort, definitional 
relationships have to be cleared up, whether they are exciting or not. But 
either Mr. Hart’s categories are imperfectly defined or his allocation of 
relationships to those categories uncertain. Among the questions he 
poses as interesting, and functional rather than definitional, is : how is the 
share of wages affected by entrepreneurial strategy? It was a very small 
part of the answer to this question that my paper was intended to supply. 
The argument is : if firms characteristically change output less rapidly than 
sales, and if stocks of finished goods are characteristically valued nearer to 
direct cost than to market price, then the share of wages in reported income 
will increase in the downswing, and vice versa. These movements in the 
share of wages will then be the consequence of entrepreneurial policy—or the 
lack of it—in adjusting output to sales, as well as of tax law and accounting 
practice. There is some evidence to suggest that firms do lag in adjusting 
output, and do value stocks of finished goods nearer to cost than market price. 
Mr. Hart’s charge, however, that my argument is purely definitional, and his 
implied charge, that it is a trivial tautology, are surely met by the fact that, 
if entrepreneurs pursued a different policy in adjusting output to sales, if, for 
example, they were quicker off the mark, then the result on the share of 
wages would be different, or, at least, would be achieved by the manipulation 
of some other of the variables within the entrepreneurs’ control. 

Mr. Hart also points out that, at different times, and in different places, 
stocks may accumulate for different reasons, and business-men react differ- 
ently to the accumulation. This is indisputable; but its relevance to my 
argument, that a certain pattern of accumulation and reaction will have a 
certain effect on the share of wages, and that this was the pattern displayed 
by the American manufacturing sector between the wars, is not obvious. 

2. Mr. Hart’s other criticisms are concerned with the method and with 
the assumptions.1_ He objects, first, that different firms have different 

1 There is also the dispute over whether or not the statement that the relative constancy of the 
share of wages was partly the consequence of compensation in the opposite movement of the ratios 
(wages : wages plus profits) and (wages plus profits : home-produced national income) is inconsistent 
with the rest of the Phelps Brown-Hart argument. It is inconsistent with the view that constancy 
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planning periods, so that, for the manufacturing sector as a whole, changes in 
output and prices are continuous. He concludes from this that my assump- 
tion of constant prices during the planning period cannot be applied to the 
total manufacturing sector. The difficulties for analysis caused by the fact 
that planning periods are not synchronous and co-terminous, and the 
difficulties of aggregation, are well known, but are not relevant to this dis- 
cussion. All that is necessary to my argument is that individual firms fix 
price and output for a period during which unexpected things may happen 
and the level of stocks change. It is only the result, in the shape of wages and 
profits, of the actions of the individual firms, that need be (statistically) 
aggregated. 

Mr. Hart objects, second, that trade-union pressure and entrepreneurial 
activity will increase the wages bill in the upswing, and that money wages 
may be cut in the downswing, so that my assumption of constant average 
prime costs is untenable. There seems to be a confusion of periods here. It 
is only necessary to my argument that wage rates be known for the period— 
presumably much shorter than the wage adjustment period'—for which price 
and output are determined. When negotiations lead to a new wage rate, it 
may reasonably be supposed that each firm affected revises its plans for a period 
at any rate not longer than the period for which the new rate is expected to 
last. If, in an inflationary period, the competitive bidding of employers is 
producing a continuous wage increase, the wage rate to be offered might 
well be included with price and output as one of the variables to be fixed at 
regular intervals. In any case it is not necessary to my argument, as Mr. 
Hart seems to imply, that average prime costs be constant throughout the 
cycle. 

G. C. ARCHIBALD 


London. 





of margins was the main cause of the steadiness of the share of wages. The dispute therefore turns on 
whether or not Professor Phelps Brown and Mr. Hart advanced the latter view. That they did 
might appear from their statements that ‘it does seem that we must invoke some stability of policy 
in the firm to explain the facts” (p. 267), that “‘ firms’ ‘ patterns of adjustment’ generally were 
malleable, in the sense that a level of margins once imposed by force of circumstances came to be 
accepted as normal” (p. 273), and, in the conclusion, that ‘‘ the comparative regularity [of the 
cyclical variation in wages and profits] and also the narrowness of its movements in comparison with 
those in prices and money income, we attribute to the stability of the pattern of adjustment by which 
firms regulate the relations between costs, output and prices” (p. 274). Mr. Hart argues that they 
did not, reminding us of their statement that the regularity of variation could not “‘ be reduced to 
any simple form, such as that . . . price is set at a certain gross margin over direct cost ” [p. 268). 
Perhaps it will be admitted that there was room for some misunderstanding here. What was in 
doubt was whether or not Professor Phelps Brown and Mr. Hart did consider constancy of margins 
(or the relations between costs and prices) as a prime cause of the relative steadiness of the share of 
wages. If they did, then the compensatory movement of the other ratios follows from this (and the 
stability of rents and salaries) and cannot be made the cause of the steadiness of the share of wages. 
Mr. Hart, however, is clear that they did not. 

1 See A. T. Peacock and W. J. L. Ryan, ‘“‘ Wage Claims and the Pace of Inflation,” Economic 
Journat, Vol. LXIII, No. 250, June 1953, pp. 385-92. 
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INSTABILITY OF PRIMARY PRODUCT PRICES: 
A FURTHER COMMENT 


ABSENCE from my headquarters has prevented any earlier rejoinder to 
the reply by Professor Klaus Knorr and the comment by Mr. S. G. Sturmey 
which appeared in the Economic JourNat of June 1955. Nor do I now pro- 
pose to enter into any long controversy with either contributor. I should, 
however, like to make three comments on Professor Knorr’s reply and one 
general remark on Mr. Sturmey’s comment. 

My comments on Professor Knorr’s submissions are: 

(a2) My original note referred to two United Nations publications— 
Instability in Export Markets of Underdeveloped Countries (1951) and A Report of a 
Committee on Commodity Trade and Economic Development (1953). Not all the 
views I criticised are expressed in both reports, and I readily agree that some 
of my criticisms are not applicable to the second, which Professor Knorr is 
concerned to defend. 

(6) The point about the primary producers suffering a deteriorating 
balance of trade during periods of falling prices (whereas industrial countries 
tend to have an improving balance of trade in such periods) is made clearly 
in the second document, the report of the Committee. I quote from paragraph 
26 of that Report (the remainder of the paragraph consists of statistical 
illustration) : 


** There is also an important technical reason for the severity of the 
difficulties produced in primary producing countries by instability in 
prices. Economically developed manufacturing countries tend to have 
a more favourable balance of payments in depression and a less favour- 
able one in boom years; primary producers have the opposite pattern. 
Thus for the manufacturing countries internal and external problems 
alternate; for the primary producers they arrive at the same time.” 


My criticism of this was not that it was not a new discovery but that it 
was put forward as an additional disadvantage suffered by primary pro- 
ducing countries, without recognising that it is commonly an automatic 
result of their own very sensible efforts to even out the expenditure of their 
external incomes over the years (i.¢., they have payments deficits in depres- 
sions because they are then using the reserves they accumulated in the booms 
to maintain some degree of steadiness in their patterns of consumption and 
investment). Nothing that Professor Knorr has said bears on that criticism. 

(c) Professor Knorr’s comment on my reference to the experience of 
British dependencies suggests that we are much nearer agreement than 
appears at first sight. In effect, it is a re-statement of one of my principal 
points, 7.¢., that many of the difficulties of underdeveloped countries are the 
result of bad or inexperienced financial management rather than being the 
inevitable consequences of price instability. I imagine that Professor Knorr 
would agree that in practice such countries would be wise to try to achieve 
better internal management (which is worth while whether prices fluctuate 
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or not) and not to depend exclusively on hopes that they will be saved the 
trouble by some external power. 

My comment on what Mr. Sturmey has said is that this is just the kind of 
concrete examination of specific, as opposed to general, results of price in- 
stability which I was appealing for. Once we are clearer what the specific 
problems are it may be possible to find answers to them one by one without 
waiting for a general and comprehensive solution. 

SYDNEY CAINE 
University of Malaya, 
Singapore. 





IMPERFECT COMPETITION AND THE ELASTICITY OF DE- 
MAND FOR IMPORTS: A NOTE 


In the Economic JourNAL of June 1953 Professor Brems advanced the 
proposition that the theory of imperfect competition established the presump- 
tion of a lower limit for the elasticity of demand for imports at a point 
numerically higher than unity, and, hence, provided an a priori proof of the 
effectiveness of devaluation as an instrument for the improvement of the trade 
balance.’ 

The argument was simple. A firm maximises its profits at the point of 
equality between marginal revenue and marginal cost. Since marginal 
cost is inevitably positive, marginal revenue must be positive too. But 
marginal revenue cannot be positive unless the elasticity of demand is 
numerically greater than unity. 

Mr. Harrod, in a “‘ Comment” on Professor Brems’ article,? produced 
a very damaging criticism of this argument when applied to the case of 
devaluation. He pointed out that the concept of a fixed demand curve for 
the individual firm depends on competitors’ prices being taken as given; 
should competitors’ prices alter, the firm’s demand curve will shift. Now, 
devaluation is precisely the event which will enable all competing exporters 
to lower their foreign prices. Thus, the foreign-demand curve of each of 
these firms will shift to the left. The observed foreign elasticity of demand will 
therefore be, for each one of them, a compound of the initial elasticity of the 
curve plus the effect of its shift, and this may well be numerically less than 
unity. 

But, as Mr. Harrod himself indicated,* the effectiveness of his criticism 
depends on the proportion of each group of competitive products supplied 
by the devaluing country. Should that be small, the shift to the left of the 
foreign-demand curves of the individual firms of the devaluing country will 
be small and possibly insufficient to bring the observed elasticity of foreign 
demand below unity. There is, however, a criticism of Professor Brems’ 


1 H. Brems, ‘‘ Foreign Exchange Rates and Monopolistic Competition,” Economic JouRNAL, 
Vol. LXVIII (1953), pp. 289-94. 

* Economic JournaL, Vol. LXVIII (1953), pp. 294-8. 

5 Ibid., p. 296. 
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argument which holds even if the shift in the foreign-demand curve of each 
individual firm is zero. In that sense it may be said to have logical prece- 
dence over Mr. Harrod’s criticism. 

Professor Brems bases his case on the equality of marginal cost with the 
marginal revenue obtained from the foreign market. But it isno way fundamental 
to the theory of imperfect competition that this should happen. If it does 
happen it implies price discrimination between the home and foreign 
markets (unless elasticities of demand are the same in both),! and discrimina- 
tion, whilst capable of being elegantly analysed in terms of the theoretical 
apparatus associated with the theories of imperfect competition, has never 
been thought of as having such universal application as to be elevated to the 
status of a basic hypothesis in the theory of the firm. 

If discrimination is not practised, the elasticity of an individual firm’s 
foreign-demand curve, in the neighbourhood of the firm’s current volume 
of exports, can be numerically less than unity (yield, that is, a negative 
marginal revenue from the foreign market) quite consistently with the 
hypotheses of the theory of imperfect competition. The hypothesis of profit 
maximisation requires the equation of marginal revenue to marginal cost, 
but, in the absence of price discrimination, the marginal revenue in question 
is that which corresponds to the aggregate demand curve and not to the 
demand curves for the separate markets. ‘The volume of exports determined 
in such an event might easily be such that the firm is in fact operating at a 
very inelastic range of its foreign-demand curve. 

Since Professor Brems did not refer explicitly to price discrimination, 
one does not know whether he was aware that it is implicit in his reasoning, 
but judged it unnecessary to defend it because he was satisfied that price dis- 
crimination between home and foreign markets is so extensively practised 
that it can be taken for granted. 

The classical case of international price discrimination is that of “‘ dump- 
ing,’ which was practised at some scale before the war by national cartels. 
A higher price at home than abroad, which is the essence of dumping, implies, 
according to the theory of discrimination, a foreign-demand elasticity higher 
than that obtaining at home.” But this, beyond confirming that there are 
some commodities with quite high foreign elasticities of demand, is of little 
relevance. The crucial question for the Brems case is whether price dis- 
crimination is practised in the wide range of traded goods whose foreign- 
demand elasticity is, rightly or wrongly, thought to be low. Theoretically 
it would be expected that, in the event of low foreign elasticities, discrimina- 
tion would take the form of higher prices abroad than athome. (Admittedly 
this would only indicate that the foreign elasticities are low relatively to the 
corresponding home elasticities, and not low absolutely; but the latter may 
be fairly presumed.) Of this there have been several instances in the post- 
war years. For example, in the United Kingdom the Coal Board has been 


1 See, for example, J. Robinson, The Economics of Imperfect Competition (London : Macmillan, 
1933), p. 181. 
2 J. Robinson, ibid. 
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charging more for exported coal, and in India there have been export 
restrictions in order to ensure a home price for certain home-produced 
raw materials lower that that obtaining in the world market. A mere 
enumeration of such leading instances, however, shows that they are excep- 
tional and irrelevant. Irrelevant because in these instances the lower home 
price was not dictated by considerations of profit maximisation; exceptional 
because the discrimination was operated under a shield of statutory export 
monopoly, than which nothing less is adequate for the maintenance of an 
export premium. (The shield of import tariffs behind which a higher home 
price can be maintained has no equivalent to protect an export premium.) 

Nothing in the arguments advanced here purports to establish that the 
foreign demand for individual firms’ products must be inelastic. The aim has 
simply been to refute the claim that by virtue of the hypotheses of imperfect 
competition theory they cannot be inelastic. The naive application of simple 
theory to complicated facts of life has been dictated by this objective. 


Joun Spraos 
University of Sheffield. 
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been appointed to a Readership in the University of Cambridge. 
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Vor. VIII, No. 12, DecemBer 1955. New Tables and Notes for Indonesia. 
Vox. IX, No. 1, JANUARY 1956. Usual statistical material. 


Economic Bulletin for Europe 


Vot. 7, No. 3, NovemBer 1955. Current Economic Developments in Europe. Short-term 
Business Indicators in Western Europe. 


F.A.O. Bulletin of Agricultural Economics and Statistics 


Vor. IV, No. 8, Aucust 1955. The International Effects of National Grain Policies: J. W. 
Evans and S. D’Amico. 


Econometrica 


Voi. 23, No. 4, OcroBer 1955. Survey of Economic Forecasting Techniques: C. F. Roos. 
Alternative Incompatible Conditions for a Social Welfare Function: K-I. INADA. Correlation 
and Regression Estimates when the Data are Ratios: E. Kun and J. R. Meyer. A Comparison 
of Treatments of a Duopoly Problem: II: M. Suustx. The Variation of Technical Coefficients 
in the Antifriction Bearing Industry: A. Puiturps. Production Functions and British Coal 
Mining: C. E. V. Leser. Note on an Inventory Problem Discussed by Modigliani and Hohn: 
F. Morin. On Extrema with Side Conditions: E. BuRGER. 


Kyklos 

Vou. VIII, No. 3, 1955.  Foseph Schumpeters Umwertung der Werte: W. STARK. Government 
Insurance and Economic Risk: M. Kapitan and S. A. Miter. Unternehmerforschung und 
Weltanschauung: F. Repuicu. Weintraub’s Dynamic Analyses: T. M. Wurtin. Notes 
de lecture 4 propos de ‘‘ L’ Europe sans Rivages’’: J. WEILLER. 

Vor. VIII, No. 4, 1955. A Denial of Patinkin’s Contradiction: S. VALAVANIs. Politische 
Okonomie—heute: E. Savin. History and the Social Sciences Reconsidered: W. S. Hour. 
La mesure du rapport entre V’offre et la demande—technique utile a l’étude des causes profondes des 
crises: E. Bovet. The Economics of Location: M. Beckmann. Trade in Africa: B. M. 
NICULESCU. 


The American Economic Review 
Vot. XLV, No. 5, DecemBer 1955. Interregional Input-Output Analysis: L. N. Moses. 
The Theory of Occupational Wage Differentials: M.W. ReperR. Wage Guarantees of Railroad 
Employees: M.A. Horowitz. Institutions and Economic Development: C. Wotr. 


The Annals of the American Academy of Political and Social Science 
Vor. 302, NovemBER, 1955. The Public School and Other Community Services. 


The Quarterly Fournal of Economics 


Vor. LXIX, No. 4, NovemBer 1955. In Defense of Statics: K. E. Boutpinc. Recent Bank 
Mergers: C. P. Atnaperr and D. A. ALHaApDEFF. Product Differentiation and Welfare 
Economics: A. HunTER. The Setting of Entrepreneurship in India: A. F. Brimmer. Alfred 
Marshall on Economic History and Historical Development: B. GLAssBURNER. The Exchange 
between Quantity and Quality: J. HirsHLEIFER. Monopoly and Competition in Europe and 
America: T. Scrrovsky. The Proportionality Controversy and the Theory of Production: 
H. LEIBENSTEIN. 


The Journal of Political Economy 


Vor. LXIII, No. 6, DecemBer 1955. The London Economist and the High Tide of Laissez 
Faire: Scotr Gorpon. An Essay in the Theory of Tariffs: S. A. Ozca. Marginal 
Resource Productivity and Imputation of Shares for a Sample of Rented Farms: E. O. Heavy. 
Domestic Effects of Devaluation under Repressed Inflation: M. MicHak.y. 
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The Review of Economics and Statistics 


Vor. XXXVII, No. 4, NovemMBer 1955. National Income 1954 Edition: T. C. ScHExunc, 
A Short-run Model for the Coal Industry: J. M. HENDERSON. A Commeni on the Pure Theory 
of Public Expenditures: J. Marcouts. Diagrammatic Exposition of a Theory of Public Ex- 
penditure: P. A. SAMUELSON. Some Notes on the Sterling Area’s Postwar Balance of Payments: 
R. W. Stevens. Regional Analysis: An Interindustry Model of Utah: F.T. Moore and J. W. 
PeTersEN. Marshall and Friedman on Union Strength: L. UtmMan; Comment: M. Friep- 
MAN. An Intercity Comparison of Differentials in Earnings and the City Worker’s Cost of Living: 
J.P. HenpERsoN. Japan’s Trade Position in a Changing World Market: K. K. Kurtuara, 
Community Size, Region, Labor Force, and Income, 1950: E. MANSFIELD. 


Industrial and Labor Relations Review 


Vot. 9, No. 2, JaNuARY 1956. On Choice in Labor Markets: S. RoTTENBERG. Grievance 
Mediation under Collective Bargaining: W.H. McPuerson. The Union Impact on Wages: 
The Case of the Year-round Hotel Industry: J. SCHERER. Notes on the Beginning of Collective 
Bargaining: V.H. Jensen. Migrant and Non-migrant Occupational Patterns: M. C. Bene- 
witz. Personnel Practices in the South: H. E. SrEELE, W. R. Myzes and S. C. McIntyre. 
Wage Criteria for Collective Bargaining: S. WISEMAN. 


The Southern Economic Journal 


Voi. XXII, No. 3, January 1956. The Economic Stagnation Thesis, Once More: E., W. 
Swanson. Private Ownership and Common Usage: the Road Case Re-examined: J. M. 
BucHaNnan. The Capitalization, Allocation, and Investment Effects of Asset Taxation: J. A. 
StocxriscH. Some Cross-section Explorations in Investment Behavior: F. E. Norton. The 
Ineffectiveness of Monetary Policy: A. Murapv. Lending, Spending and Recent Monetary 
Policy: W. J. Gusrus. Making Utility Predictions Verifiable: R. J. LAMPMAN. 


The Journal of Economic History 


Vot. XV, No. 3, SEPTEMBER 1955. Developments in the Scottish Pig Iron Trade, 1844-1848: 
R. H. Campsety. Federal—State Financial Relations, 1790-1860: P. B. Trescotr. Labor 
Unrest in England, 1910-1914: R. V. Stres. 

Vot. XV, No. 4, DecemBer 1955. Comparative Economic History. Investing in Under- 
developed Areas: H. G. AuBReEY; J. Baster; S. A. Mosk. Fundamentals of Industrial 
Development: A. GERSCHENKRON; W. Wooprurr. Comparative Monetary Policies: M. 
Wo tre; H. C. Eastman; R. M. Rosertson; E. C. Smmmons. Social Organization and 
Economic Change: J. H. HExTeER; M. Campsett. 


Explorations in Entrepreneurial History 


Vox. 8, No. 1, Ocroper 1955. The Engineer-Entrepreneur in the American Automobile In- 
dustry: J. B. Rae. An Input-Output Approach to Evaluating the Influence of Exports on British 
Industrial Production in the Late 19th Century: J. R. MEYER. 

Vot. 8, No. 2, December 1955. The Entrepreneurs of Fen Draining in England under James I 
and Charles I: An Illustration of the Uses of Influence: M. AtBricut. Carron Company 
1784-1822: The Profits of Industry During the Industrial Revolution: A. Bircu. The Com- 
munity Centered Entrepreneur in Fapanese Development: G. Rants. 


Review of Social Economy 


Vor. XIII, No. 2, SepremBer 1955. Law in Economics and Ethics: J. Messner. The 
History of Economic Analysis Reconsidered: W. FRoEH LICH. The Businessmen in Economic 
Theory: P. E. Fenton. Goals in Federal Reserve Credit Policy: R. Hootey. The Economic 
Phase of our Latin American Relations: T. P. Metapy. The Ethics of Government Debt: 
R. T. PATTERSON. 

Foreign Affairs 

Vou. 34, No. 1, Ocrosper 1955. The New German Army: Count Wotr Baupissin. After 
Geneva: a Greater Task for NATO: L. B. PEARson. Japan’s New Role in East Asia: 
T. Kase. The Challenge of Planning Arms Controls: D. F. Cavers. Foreign Trade and 
National Defense: R. VeRNon. Belgian ‘‘ Colonialism”: P. Ryckmans. The Canadian 
——e and its Competitors: WW. A. Macxintoso. Towards a Caribbean Federation: 

1 A. Burns. 
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Land Economics 


Vor. XXXI, No. 4, NovemBer 1955. Reflections on Rural Economic Development: F. R. 
Bray. Innovation, Competition and Locational Changes in the Pulp and Paper Industry: 1880- 
1950: H. Hunter. Urban Economic Base: Causes and Effects of Change in the Base Ratios 
and the Base Ratio Elements: R. B. ANDREWws. 


Economic Geography 

Vor. 31, No. 4, OcroBeR 1955. Hinterland Boundaries of New York City and Boston in Southern 
New England: H.L. Green. The American Centralizer Belt: L. DuRAND. Labor Mobility 
and Regional Growth: W. H. Miernyx. The Southern Anthracite Region—A Problem Area: 
E. W. MILuer. Jnstitutional Barriers to Economic Development—Some Examples from Bolivia: 
F. L. Ketter. Mapping Cultural Groups in an American Industrial City: H. F. GREVELING. 

Vou. 32, No. 1, January 1956. The Problem of Hinterland and Foreland as Illustrated by the 
Port of Hamburg: G. G. WEIGEND. China’s Transport Problem, and Communist Planning: 
R. MurpHey. The Traffic Pattern on American Inland Waterways: D. Patron. A Rural 
Component of Centrality Applied to Six Southern Counties in the United Kingdom: H. E. Bracey. 
Recent Expansions in the Southern Pulp-Paper Industries: M. Prunty. Japanese Land De- 
velopment in Kojima Bay: J. D. Eyre. Economic Geography and the Manufacturing Industry 
of Northern Ireland: M. D. THomas. 


The Journal of Accountancy 


Vou. 100, No. 5, NovemBer 1955. 50th Anniversary Issue. An appraisal of the current state 
of accounting and its future by eight leaders of the profession. 

Vor. 100, No. 6, DEceMBER 1955. The Tax Practice Problem: I: E. N. Griswotp; II: 
M. H. Stans. 

Vor. 101, No. 1, January 1956. The Crisis in Education: R. E. Larsen. Professional 
Conduct in Taxes: A. H. Cowen. Supplying Economic Data to Unions: M. J. M1Luer. 


Revue d’ Economie Politique 


Vot. 65, No. 6, NovEMBER-DECEMBER 1955. Charles Rist: L’Homme, la Pensée, l’ Action. 
Contributions by L. Ernaunt, J. DE LA MoraANDIERE, P. GEMAEHLING, J. M. JEANNENEY, 
L. Baupin, M. Leroy, E. James, H. LAUFENBURGER, R. Marjouin, J. Ruerr, R. AuBOoIN, 
P. DrETERLEN, G. E. Bonnet. 


Revue Economique 


Vot. VI, No. 5, SEpTeMBER 1955. Déséquilibre des forces économiques: T. BALoGH. Con- 
ditions favorables aux ententes: J. LE Bourva. La gérancelibre des fonds de commerce: F. 
CaRRIERE. Boisguilbert et la demande globale: S.L. McDonaup. Vers un marché scandinave 
unique: D. PHtvip. 

Vor. VI, No. 6, NovemBer 1955. Quelques Problémes de la Politique Economique et Sociale. 
Les rencontres économiques: H. Guirton. Efficacité de la politique monétaire: R. BARRE. 
Avantages familaux et niveaux des revenus: C. ZarKaA. L’économie ‘‘ practicable”’: J. L. 
VauzancEs. Le salaire annuel garanti aux U.S.A.: P. TouBLanc. 


Economie Appliquée 


Vor. VII, No. 1-2, January-June 1955. Le systéme fiscal et certains aspects de la croissance 
économique: C.S. SHoup. Fiscalité et croissance économique: commentaires sur des problémes 
choisis: C. Lowett Harriss. Essai de reconstruction des catégories de l’emploi: F. SELLIER. 
L’adaptation de l’offre a la demande de travail: F. Setumr. Marché du travail et analyse de la 
répartition: F.SeLurer. Essai d’une théorie structurelle du change: E.Temnac. La rationalité 
économique des choix financiers dans la théorie contemporaine des finances publiques: P. TABATONI. 
“< A a politique du plein emploi: F. PERroux. Note sur la notion de ‘* pile de croissance’? : 

. PERROUX. 


Revue de Science et de Legislation Financiéres 


Vor. XLVII, No. 4, Ocroper-DecemBer 1955. La distribution géographique des recettes et 
des dépenses publigques en Italie au cours des soixante-dix derniéres années: A. Scott. Crédit 
privé et crédit public: P. Couxsots. Un exemple de redistribution des revenus dans un pays 
insuffisamment développé: le Liban: M. GANNACHE. Aspects fiscaux de la Communauté 
Européenne du Charbon et de l’Acier: J. Mericot. La Détaxation des Investissements: P. 
a. Chronique financiére étrangére: le budget Soviétique de 1955: J. LECAILLON 
and M. Devaux. 
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Journal de la Société de Statistique de Paris 


Vot. 96, No. 4-5-6, Aprit—May-—June 1955. Nécrologie de M. Joseph Girard: A. Barrton, 
Le statisticien, cet artiste, ou de quelques définitions du mot *‘ Statistique’?: M. Dumas. Méthode 
d’analyse de la pyramide des ressources et de la structure du pouvoir d’achat: P. Vinot. 


Population 


Vor. 10, No. 3, Juty-SepTemMBER 1955. Les tendances de la population active en France: 
A. Sauvy. Le niveau culturel et la répartition professionnelle: G. ZAKRZEWSKI. Diversité 
génétique des populations de langue mahrathi dans ’Inde de ? Ouest: L. D. SANGHvI. § Effectijs 
des colléges et scholarité aux XVII et XVILF siécles dans le Nord-Est de la France: F. DE Daw. 
vitLE. La situation démographique de l’ Autriche: E. Trocrer. Evolution de la fécondité en 
Italie: L. Henry and R. PRessar. 

Vor. 10, No. 4, OcropER—DECEMBER 1955. Orientation et sélection scolaires: un enquéte sur 
les enfants a la sortie de l’école primaire: A. GrrARt and H. Baste. La population des hétels 
meublés a Paris: composition et conditions d’existence: A. MicHer. L’évolution des isolats de 
deux départements frangais: Loir-et-Cher, Finistére: J. SutreR and L. Tasan. Le travail 
des femmes: professions, métiers, situations sociales et salaires: J. DAric. Deux techniciens 
précurseurs de Malthus: Boesnier de Orme et Auxiron: A. Sauvy. Evolution comparée des 
prestations familiales, des salaires et des prix depuis 1946: D. Ceccavpi and J. BLONDEAU. 


Bulletin de V Institut de Recherches Economiques et Sociales 


VoL. XXI, No. 7, NoveMBER 1955. La sociologie de la philosophie: J. LECLERQ. Situation 
de la sociologie: P. DE Biz. La connaissance des lois sociales: enquéte sociologique: R. Grysen. 
Vor. XXI, No. 8, DEcEmBER 1955. La conjoncture économique de la Belgique: M. Worrrtn. 


Annales de Sciences Economiques Appliquées 


Vot. 13, No. 3, Aucust 1955. L’évolution de l'industrie gaziére belge au cours des cing derniéres 
années: F. DETHIER. L’intégration économique européenne: J. VAN DER MEULEN. 

Vou. 13, No. 4, Ocroser 1955. La formation universitaire aux affaires aux Etats-Unis: M. 
MicHet. L’évolution de la théorie de l’amortissement: J. A.GEERTMAN. Une méthode nouvelle 
de formation des vendeurs: Le psycho-drame de vente: A. E. VANOSMAEL. 


Revue de I’ Institut de Sociologie 
No. 2, 1955. Phénoménes nucléaires et productivité: J. ERRERA. Bases statistiques des prévisions 
économiques: P. Gituts. Considérations sur la bureaucratie: ses causes sociologiques et ses 
motifs politiques: V. Craspe. ‘‘ Culte du succes”? et ‘‘ culture de mass”? aux Etats-Unis: 
J. Atter. Le crédit a moyen terme, mode de financement des exportations: P. WERTHAUER. 


Cahiers Economiques du Service d’ Etudes 
No. 11, 1955. Les subventions dans les dépenses publiques au Grand-Duché de Luxembourg. 


Schmollers Jahrbuch 


Vot. 75, No. 5, 1955. Wirtschaftstypen: M. J. BowMaAn and C. A. ANDERSON. Airitik und 
Umegestaltung des Keynes’schen Systems: E. Kauprr. Geldumlauf und Kreditpolitik: O. 
Kraus. Europdische Integration: J. GUMPERT. 

Vo. 75, No. 6, 1955. Theorie der Wirtschaftserfahrung: H. ScuAcx. Die Einschrankenden 
Tendenzen der kapitalistischen Wirtschaft: G. BERNACER. Methcdik und Ergebnisse der 
Fruchtbarkeitsstatistik: K. FREUDENBERG. 


Die Weltwirtschaft 


No. 2, 1955. Weltwirtschaftliche Uberblick. | Lénderberichte. | Marktberichte. Branchen- 
berichte. 
Wirtschaftsdienst (in German with English Air Mail Digest) 


Vor. 35, No. 10, Ocroser 1955. Asia’s Biggest Show-window: New Delhi’s ‘‘ Indian 
Industries Fair’’: E. N. SHarrer. Industrial Exports and Industrialization: H. KOuLER. 
Indo-German Trade Relations. Functions and Services of German Chambers of Commerce Abroad: 
H. Haniscu. Indian and German Economic Law: H. von BeErinceE. The Employment 
Situation in the West German Constructional Engineering Industry: H. Lerrner. Statistics 
of Indo-German Trade. 

Vor. 35, No. 11, Novemper 1955. Prices and the Trend of Trade. The Functions and 
Significance of the West German Central Giro Institutions: H.GiemBin. The Brewing Industry 

in the Federal Republic: H. MOoRGENBESSER. 
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Vou. 35, No. 12, DecemBer 1955. The Energy Position in Western Germany: Requirements 
and Supplies up to 1965: H. K6un. Mammoth Budget with Surplus Accounts. Market Re- 
search on Capital Goods Markets: H. StOwe. The West German Plastics Industry: B. Rav. 


Wirtschaft und Statistik 


Voi. 7, No. 10, Ocrosper 1955. Die Sduglingssterblichkeit in der Bundesrepublik Deutschland: 
H. Peters. Die Pendelwanderung in der Bundesrepublik Deutschland: H. BirKNER. 

Vor. 7, No. 11, NovemBer 1955. Die éffentliche Fiirsorge im Rechnungsjahr 1954: E. Loyau. 

Vou. 7, No. 12, DEcEmMBER 1955. Neuberechnung eines Preisindex ausgewahlter Grundstoffe: 
H. BRANDNER and P. Denerre. Die betriebswirtschaftliche Struktur des Grosshandels: 
R. Scuutz. Die Bilanzen und Erfolgrechnungen von Aktiengesellschaften der Industrie fiir das 
Geschaftsjahr 1954: K. HERRMANN. 

Vor. 8, No. 1, January 1956. Die betriebswirtschaftliche Struktur des Gaststdtten- und 
Beherbergungsgewerbes: R. Scuutz. Die industrielle Produktion im Jahr 1955: H. A. 
REICHENBACH. 


Jahrbiicher fiir Nationalékonomie und Statistik 


Vor. 167, No. 5-6, DEcEMBER 1955. Die neuen Tendenzen im franzésischen Wirtschaftsdenken : 
A. Marcuan. Das Zeitmomert in der Wert- und Einkommensbildung: A. Horn. Die 
Problematik der Besteuerung von Genossenschaften: S. L. GABRIEL. ahlungsbilanztheorie und 
Standortstheorte: HH. MEINHOLD. 


Vierteljahrshefte zur Wirtschaftsforschung 


No. 4, 1955. Zur konjunkturellen Situation: A. WissLter. Volkswirtschaftliche Gesamtrechnung 
einschliesslich Geldvermégensrechnung fiir dic Bundesrepublik: Drittes Quartal 1955: F. Grinic. 
Die Anlage-Investitionen der Industrie, insbesondere der Investitionsgiiterindustrien, in der Bundes- 
republik seit der Wahrungsreform: R. Krencet. Die Andrangziffer als Indikator der Arbeits- 
marktlage: T. Bouue. 


Weltwirtschaftliches Archiv 
Vor. 75, No. 2, 1955. Eine Analyse des Vollkostenprinzips: K. C. Kunio. Long Term 
Perspectives of the Dollar Problem: 'T. SuRANYI-UNGER. Keynes and Malthus: P. LAMBERT. 
Konsumgenossenschaftliche Preispolitik und Wohlstandsmaximierung: H.Ounm. Per Capita Rate of 
Economic Growth: D. HAMBERG. 


Allgemeines Statistisches Archiv 


Vor. 39, No. 2, 1955. Probleme der Bauberichterstattung: E.v.Lucapovu. Statistik als Methode 
der Raumforschung: 1. ESENWEIN-ROTHE. 


Europa Archiv 


Vor. 10, No. 20, Ocrosper 1955. Die gegenwértige internationale Lage und die chinesische 
Aussenpolitik: Tscuu En-Lat. Asien und Afrika in der Weltpolitik: C. GasteyGER. Die 
Stellung Fapans in der Weltwirtschaft: L. KOLLNER and H. KAHMANN. 

Vot. 10, No. 21, NovemMBER 1955. Die Revision des Allgemeinen Zoll- und Handelsabkommens : 
G. ScuirFLer. Die Verfahrensordnung der Europdischen Kommission fiir Menschenrechte: 
H. Gotsonc. 

Vor. 10, No, 22, NovempBer 1955. Internationale Beziehungen als Forschungsgegenstand: 
D. Menve. Die deutsche Mitarbeit in der UNESCO: M. HAtTIcn. 

Vor. 10, No. 23-24, DecemBer 1955. Atomwaffen und Aussenpolitik: G. S. FRANKLIN. 
Auf der Suche nach einer Abriistungspolitik: P. GeNEvEy. Die Zahlungsbilanz Grossbritanniens 
und des Sterling blocks als Problem der britischen Wirtschaftsentwicklung: G. BERGMANN. 

Vou. 11, No. 1, JANUARY 1956. Frankreich, Deutschland und Europa: A. BERGSTRASSER. 

Vou. 11, No. 2, JANuaRY 1956. Die Vereinigten Staaten und die Organisation fiir Zusammen- 
arbeit auf dem Gebiete des Handels: R. VERNON. Die Dollarliicke als Stérungsfaktor im 
internationalen Handel: K. SANDERS. 

Bayern in Zahlen 

Vou. 9, No. 9, SEPTEMBER 1955. Die Ehescheidungen in Bayern 1954: R. Mats. Wanderung 
und Konfession in Bayern 1954: W. Mater. Unterschiede der Sterblichkeit von Mannern und 
Fauen in Bayern 1954: C. Mine. Die reprasentative Erhebung der Familieneigenen Arbeits- 
krafte in den land- und forst wirtschaftlichen Betrieben Bayerns: H. StREcKER. Bierherstellung 
und Bierbesteuerung in Bayern: R. ScHACHTNER. Das Pfandleihgeschaft bei den bayerischen 
Offentlichen Pfandlethanstalten: H. ALBERSTOTTER. Die Zuweisung von Wohnraum durch die 
Wohnungsdémter in Bayern 1954: F. Encet. Der Andrang zu den hiheren Schulen in Bayern in 
der Nachkriegszeit: H. LOHBAUER. 
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Vox. 9, No. 10, Ocroser 1955. Die Bevélkerungsbewegung Bayerns im 1] Halbjahr 1955; 
W. Mazer. Die Motorisierung der bayerischen Landwirtschaft: J. Raas. Der Gemiisebau in 
Bayern 1955: J. E1cutncer. Die Anstaltsfiirsorge in Bayern im Rechnungsjahr 1954: E£, 
Scumipt. Die Gehdlter landwirtschaftlichen Angestellter in Bayern: A. Herr. Der Bauerfolg 
in Bayern im Jahre 1954: F. Encer. Die Wiederaufbau der bayerischen Schulen in der Nach- 
kriegszeit: H. LOHBAUER. 

Vot. 9, No. 11, NovemBer 1955. Die Eheschliessungen zwischen Ausldndern und Deutschen in 
Bayern: W. Mater. Die Bodenbenutzungserhebung in Bayern 1955: J. E1cHINGER. Die 
Getreideernite in Bayern 1955: J. E1cuincer. Die bayerische Wirtschaft im Sommerhalbjahr 
1955: H. Ranz. 

Vot. 9, No. 12, December 1955. Die Wachstum der bayerischen Stddte seit 1900 : A. VOELCKER, 
Die Auslaénder in Bayern 1955: V.RicuTer. Ergebnisse einer betrieblichen Krankheitsstatistik : 
J. Fivser. 

Statistische Vierteljahresschrift 
Vot. VIII, No. 2, 1955. Zur Bewertung von Mengenbestinden und Mengenbewegungen: A. 


Apam. Planungsforschung: W. Experi. Eine Stichprobenerhebung in Wien im Jahre 1859: 
W. Horak. 


Aussenwirtschaft 


Vot. 10, No. 4, DecemBer 1955. Betrachtungen zur Aussenwirtschaftspolitik: H. BACHMANN, 
A. BossHarptT and F. Lirour. Die Schaffung eines gemeinsamen europdischen Marktes. 


Schweizerische Zeitschrift fiir Volkswirtschaft und Statistik 
Vor. 91, No. 4, DEcEMBER 1955. Probleme der Bestewerung der Aktiengesellschaft: T. KEvuer. 
Die Sterbichkeit in hohen Lebensaltern: KK. FREUDENBERG. Warum gibt es in der Nationaliko- 
nomie so viele Meinungsgegensatze?: H. Steser. Die Partialanalyse als Methode der Zins- 
theorie: F. LUro.r. 


Monatsberichte des Osterreichischen Institutes fiir Wirtschaftsforschung 


Vo. XXVIII, No. 10, Ocroper 1955. Die wirtschaftliche Lage in Osterreich. Die Import- 
tendenzen seit der 75% igen Liberalisierung. f 

Vot. XXVIII, No. 11, NovemBer 1955. Die wirtschaftsliche Lage in Osterreich. Der 
Fremdenverkehr im Sommerhalbjahr 1955. 

Vout. XXVIII, No. 12, DecemBer 1955. Die dsterreichische Konjunktur an der Fahreswende 
1955/56. Die wirtschaftliche Lage auf den einzelnen Gebieten. 


Ekonomisk Tidskrift 
Vor. LVII, No. 4, DEcEMBER 1955. Expectation, Income and Profit: G. L. S. SHACKLE. 
Form och fakta i ekonomisk teori: B. H6GLUND. Oversynen av Amerikas antitrustlager, Oppen- 
heim-kommitténs arbete: F. NEUMEYER. 


Skandinaviska Banken Quarterly Review 


Vox. 36, No. 4, Ocrosper 1955. European Integration: P. Jacossson. Capital Formation 
and Economic Progress: E. LUNDBERG. Sweden and Latin America: S. G. MALMBERG. 

Vou. 37, No. 1, JAnuARY 1956. The Problem of Moderating the Present Boom: P. JAcossson. 
Distribution Trends and Policy: F. Kristensson. Capital Imports and Economic Progress in 
Sweden: K. M. Savosnicx. 


Nationalokonomisk Tidsskrift 


Vor. 93, No. 3-4, 1955. Norges Dkonomiske Udvikling og Politik i de Senara Ar: G. JAHN. 
Linear Programming i Produktionsteorien: I: S. Dano. Nogle Bemaerkninger om Kapitalvin- 
dingsafgiften Okonomisk og Skatteetisk Belyst: J. S. Dicu. Forenklet Velferdsteoretisk Modell 
Sor en Sosialistik Okonomi: L. JouHANssEN. Om Adam Smiths Forbindelse med Norge og 
Danmark: N. BANKE. 


De Economist 


No. 10, OcroBEer 1955. Recente ontwikkelingen en perspectieven van het intergouvernementele overleg 
over de vrijheld in der internationale economische betrekkingen: J. KyMMELL. Die determinanten 
van de inkomensverdeling: Een formule ten behoeve van de practijk: J. PEN. 

No. 11, NovemBer 1955. De conjunctuurtest: J.S.CRAMER. De tegenwoordige en de potentiéle 

betekenis van Latijns Amerika voor onze economie: H. RIEMENS. 
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No. 12, DEcEMBER 1955. Activiteitsanalyse, lineaire programmering en hun toepassingen: S. L. 
LouweEs. Levensovertuiging en economie: J. G. v. D. PLOEG. 

No. 1, JANUARY 1956. De theorie van het comparatieve voordeel en het dollartekort: T. DE VRIEs. 
Activiteitsanalyse, lineaire programmering en hun toepassingen: II: S. L. Louwes. 


Giornale Degli Economisti e Annali di Economia 
Vo. XIV, No. 7-8, Juty-Aucust 1955. Programmazione lineare stocastica con applicazioni a 
problemi di economia agraria: G. TINTNER. Considerazioni sulle agree superattive: G. DEL 
VeccHio. Indagine sulla distribuzione dei nati nei diversi giorni della settimana: L. VAJANI. 
Le linee d’indifferenza e le funzioni indice nella material finanziaria: P. Pacni. Monopolio del 
credito e reddito nazionale: G. FRANcO. Sulle cause del crash del 1929: G. DEMARIA. 


Rivista Italiana di Economia Demografia e Statistica 


Vou. VIII, No. 3-4, Juty—-DecemBer 1954. Proceedings of the 15th meeting of the Societa 
Italiana di Economia Demografia e Statistica. 


Metroeconomica 

Vo. VII, No. 1, Apriz 1955. L’Economie Pure: V.PARETO. Some Difficulties in a Certain 
Concept of Community Indifference: R. W. Prouts. Investment Allocation in a Full Employ- 
ment Economy: A. B. NEALE. 

Vou. VII, No. 2, Aucust 1955. A General Theory of Plant Location: M. L. GreENnut. 
Uncertainty, the Capitalization Theory, and Investor Behavior: J. A. StockriscH. Con- 
siderations on the Construction of a Mathematical Theory of Money: P. Casticuion1. A Note 
on the Banking System’s Power to Lend: G. CLAYTON. 


Economia Internazionale 
Vou. VIII, No. 4, NovemBer 1955. Servizi e prestazioni nella definizione di reddito nazionale: 
P. Batrara. World Trade in Manufactures since 1900: A. K. Catrncross. Income 
Taxation, Output and Prices: II: Total Effects: C. A. Haru and J. Tosin. The Market 
for Foreign Exchange: S. LAURSEN. 


Banca Nazionale del Lavoro Quarterly Review 
Vor. VIII, No. 34, SEPTEMBER 1955. The Determinants of the Commercial Banks’ Credit 
Potential in a Mixed Money System: E. Scunewer. Motor Vehicle Taxation as Pricing for 
Highway Services: Some Theoretical Notes: F. Forte. Land Reform in Italy in 1955: J. P. 
Crark Carey and A. G. Carey. Planning the Mechanization of the Bank: P. CasTIGLIont. 


Review of the Economic Conditions in Italy (Banco di Roma) 


Vor. IX, No. 5, SEPTEMBER 1955. Jtineraries of European Economic Integration: G. PELLA. 
** Credito Mobiliare’’ in Italy. Transport Situation and Problems: G. DELLA PoRTA. 

Vor. IX, No. 6, NovemBer 1955. Situation and Problems of the Italian Power Industry: 
P. FERRERIO. 

Critica Economica 

No. 5, OcroBer 1955. Minacce di inflazione sul mercato capitalistico: E. Peccio. Aspetti 
dello sviluppo capitalistico dell’industria italiana: R. Morano. 

No. 6, DEcEMBER 1955. Tendenze di fondo dell’ economia italiana: KR. Cominotti. Itemi di 
politica economica al IV Congresso della C.G.I.L.: B. TRentin. Relazioni umane e politica 
padronale: F. ONorri and M. Spmne.ia. 


Industria 
No. 3, Juty-SEPTEMBER 1955. Verso una scala di pow per prendere decisioni: J. 
CHAK. Nuovi contributi all’analisi sequenziale della correlazione: B. Cotomso. Il 
problema del rapporto tra fattori nelle aree arretrate: R.S. Ecxaus. II compito dell’industrial- 
izzazione nella sviluppo dell’ Italia meridionale: H. B. CHENERY. 


Italian Affairs 
Vor. IV, No. 6, NovempBer 1955. European Unity. Italian Emigration during the Period 
from 1946 to 1954. LItaly’s Trade with the United Kingdom. Unemployed in Search of Work 
during 1954. The Co-operatives in Italy. 
Vor. V, No. 1, January 1956. Jtaly’s Trade with Belgium. Social Welfare and Assistance 
for the Italian Worker. Role of Task Groups in the Fight against Unemployment. Italian 
Fishing. The Petroleum, Cement, and Ceramics and Glass Industries. 
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Economic Bulletin of the National Bank of Egypt 


Voz. VIII, No. 3, 1955. The Egyptian Pound on the Road to Parity. Istanbul and the Convertj- 
bility Controversy. Observations on the Urbanisation and Distribution of Agricultural Population 


in Egypt. 
Moneda » Credito 


No. 54, SEPTEMBER 1955. El método del factorproducto: una aplicacion a la economia italiana; 
P. D. HENpERsOoN. El desarrollo de la inversiones en Espatia: H. P. Ecutwaz. 


Revista de Economia 


Vot. VIII, No. 2, June 1955. Alguns aspectos da imortalidade em Portugal: J.J. PAEs Morats, 
Sur Vintroduction du mais aux Agores: F. Mauro. 


Boletin de Estudios Economicos 


Vout. X, No. 36, SEPTEMBER 1955. Los empresarios individuales ante las contribuciones de 
utilidades y renta: I. A. FRAnctA. Autofinanciation de reposiciones: J. 1. Srrjes. Control 
estadistico del personal administrativo: J. J. HERRERO. Portugal, economia subdesarrollada y 
el plan de fomento: A. R. SAHAGUN. 


El Trimestre Economico 


Vou. XXII, No. 3, Juty-SEPpTEMBER 1955. Preparacién y evaluacion de proyectos de desarrollo 
econdmico: J. AHUMADA. La regulacién de precios de los productos agricolas: R. FERNANDEZ y 
FERNANDEZ. El crecimiento de la poblacién Mexicana: J. D. OcHoa. 


The Annals of the Hitotsubashi Academy 


Vot. VI, No. 1, Ocroser 1955. In Celebration of the Eightieth Anniversary of Hitotsubashi 
University: I. Nakayama. Causal Problems in Fire and Marine Insurances: Y. Kato. 
Changes in Income Distribution in Japan: C. TAKAHASHI. Equilibrium in International Trade: 
a Diagrammatic Analysis of the Case of Increasing Cost: K. Kojima. A Simple Model of 
Macro-economic Dynamics: K. Ara. The Problem of Population in Asia: Y. ITacakt. 
Colonialism and International Co-operation in Asia: Z. OHIRA. 


Kyoto University Economic Review 
Vor. XXIV, No. 2, Ocroser 1954. Credit Money and its Control: M. NAKATANI. The 
Characteristics of the History of Chinese Money: F. Hozumti. The Inflation of the Early Meiji 
Era: M. Suinpvo. 
VoL. XXV, No. 1, Aprit 1955. Peculiarities in Local Finance: M. Kampe. The Growth of 
Iron and Steel Industry in Fapan and the Problems of Raw Materials: K. Ono and H. Nampa. 
Capital Accumulation: a Note in Reply to Professor Hideichi Horie: M. Doss. 


The Economic Review (Fapanese text) 
Vot. 6, No. 4, OcroBeR 1955. Analysis of the Post-war Economy of Japan. 


Statisztikai Szemle 


OctoBerR 1955. On Building Estimates: I. Asonyt. The Ageing of the Population: G. 
AscApt. The Practical Application of Index-numbers of Goods Circulation: 1. BARANYAI and 
M. Zarir. The Geneva Meeting of the Population Censuses Working Group of the Conference 
of European Statisticians: J. R&DEI. 

NoveMBER 1955. For a Further Improvement in Statistical Work. Reserves for Developing the 
Building Industry: Gy. Lontt. The Concentration Process of Industry in the United States: 
Z. KenessEyY. The Technical and Economic Analysis of the Activity of Industrial Enterprises: 
P. Kozmutaza. On the Analysis of Investments: A. Nyttas. 


Voprosy Ekonomiki (Russian text) 


No. 7, 1955. Programme for the Further Development of Industry. Some Problems in the De- 
velopment of Economic Research in Agriculture: V. DyAcHENKO and K. Oso ensky. The 
Peaceful Utilization of Atomic Energy and Technological Progress: V. MEzENTSEV. Socialist 
Competition and Technical Progress: 1. CHANGLI. Means towards Expanding the Fisheries 
Industries: S. Mrxuattov. The New Planning System in Agriculture and Problems of Regional 
Livestock Distribution: L. ZALTsMAN. The Extension of Economic Relations between Countries 
of the Socialist Camp: V. Katcr. The Struggle of the Working Class in Capitalist Countries 
since the War: B. Ponomarev. The Economic Development of the Countries of People’s 

Democracy: N. Ivanov. 
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No. 8, 1955. Some Problems in the Structure of Wages in Industry: N. Mastova. State 
Statistics and National Economic Planning: L. Votoparsky. Some Problems in the Develop- 
ment of Soviet Energy Resources: E. SHTEINGAUZ. On the Utilization of Productive Capacity 
in Industrial Enterprises: G.Gmuets. The Development of the Building Industry in the U.S.S.R.: 
V. Kottsov. On the Methodology of Calculating the Rate of Increase of Gross Industrial Pro- 
duction: S. Gentn. Some Questions of the Distribution and the Development of the Fodder Base 
of Collective Farms: G. Baptran. On the Influence of Soviet Trade on Industrial Production: 
Ya. Orntov. The Main Problems in the Economic Development of Poland at the Present Stage: 
B. Minc. The Economic Development of the Korean People’s Democratic Republic: G. Kim. 
The Ways by which Capitalist Monopolies Ensure Colonial Profits: K.Izmattov. The Statistical 
Surveys of the Republic of India: 1. Pisarev. 

No. 9, 1955. Imminent Problems of the Development of Specialization and Co-operation in Engineer- 
ing: A. Ertmov. On the Relationship of the General and the Specific Laws of Economic Develop- 
ment: L. Lyusosuits. Some Problems of the All-round Development of Transport: ‘T. 
KHACHATUROV. Questions of Introducing Cost Accounting in Machine-tractor Stations: 1. 
Kuznetsov. Finance in the Service of the First Chinese Five-year Plan: B. BotpyReEv. 
Ten Years of the Democratic Republic of Viet-Nam: S. Mxutrartn. A New Stage in Asia 
and the Struggle for a Peaceful Way for Japanese Economic Development: A. Votkxov. On 
the Characteristics of the Trade Cycle in Post-war Capitalism: A. Becuin. The Rise of State- 
monopoly Capitalism: V. Gu iusHKxov. Bourgeois Economists and State-monopoly Capitalism: 
V. CHEPRAKOV. On the Contemporary Political Economy of Intermediate Classes: 1. BLyUMIN 
and I. Dvorkin. 

No. 10, 1955. On the Tasks of Scientific Research Work in Economics: V. DyAcHENKO. The 
Activity of Soviets of Workers’ Deputies in 1905 in the Economic Sphere: B. Ortov. The 
Rhythmical Operation of Engineering Enterprises and the Scientific Organisation of Production: 
N. SLODKEVICH. Technical Progress and the Increase of Labour Productivity in the Oil Industry 
of the U.S.S.R.:| M. BRENNER. The Chinese People’s Republic on the Road to Socialist In- 
dustrialisation: Yu. PEKsHER. The Economic Successes of the German Democratic Republic: 
R. Betousov. The Economy of the Federative People’s Republic of Jugoslavia: V. FEGvEROV 
and A. Feoxtistov. On the Ec ic Development of Present-day India: M. RuBINsHTEIN. 
On the Study of Marx’s Capital: P. Ficurnov. The Mobilisation of Internal Reserves and 
the Struggle for Pre-term Fulfilment of the Fifth Five-year Plan: I. Mrronov and A. SoKOLovsky. 

No. 11, 1955. The 38th Anniversary of Great October. F. Engels—a Great Fighter and Teacher 
of the Proletariat: E. Kanpet. Technical Progress and the Saving of Materials in Industry: 
E. Loxsuin. Imminent Problems in the Economics of Building: V.Gtrovsky. Some Problems 
in the Organization of Machine and Equipment Repairs in the U.S.S.R. Economy: A. OMAROVSKY. 
Ways to Raise the Profitability of State Farms: L. Grexutov. On the Methods of Computing 
Production Expenses in Collective Farms: V. VENZHER. A Recomputation of the National 
Income of the U.S.A.: M. Kotcanov. Characteristics of Cyclic Reproduction in England 
Since World War II: R. Sotopxin. The Socialist Transformation of Agriculture in Bulgaria: 
M. KaAzANDZHIEV. 





Planovoe Khozyaistvo (Russian text) 


No. 5, 1955. Basic Tasks of Soviet Machine-tool Industry: P. Nixrrin. Questions of the De- 
velopment of Soviet Electricity Generation: E. Russakovsky. Problems of Complete Mechaniza- 
tion and Automation of Industry: A. Voix. The Full Utilization of Production Reserves in 
Ferrous Metallurgy: V. KurotcHenko, P. Osapa and G. Potupanov. Reserves for the 
Further Development of the Oil Industry: V. KavtamKarov. The First Five-year Plan of 
China: O. Arturov. Technical Progress and Labour Productivity in the Kaganovich Ball- 
bearings Factory: V. Rettvoy. Planning the Development of Communal Livestock Breeding in 
Collective Farms: L. Icnatov. 


Finansy S.S.S.R. (Russian text) 


No.8, 1955. In Every Way Activate the Further Upsurge of Socialist Industry. The New Planning 
and Financing Regulations for the Economies of Union-Republics and the Tasks of Finance Organs: 
V.Sosnovsky. For a Better Level of Work in Drawing Up the Draft 1956 Budget: N. KisMAN. 
The Establishment of Expenditure Limits for Institutions Carried on the State Budget: N. 
Pomansky. Reserves for Lowering Administrative Expenditures in Industry: N. VAsILev. 
Important Tasks for the Finance Organs of Kazakhstan: U. ATAMBAEV. The Role of Finance 
in the Industrial Development of Bulgaria: 1. SEmENov. For a Successful Completion of the State 
Revenue Plan: G. Rampam, V. BiyasHov and G. Botsut. The Decentralised Account 
System for Budget Deductions from Profits: V.ParvsKy. The Computation of Requirements in 
Fixing the Circulating Capital of Industrial Enterprises: L. Rorsuretn. The Definition of 
Planned Profits in Industrial Ministries and Administrations: Yu. MARGULIS. 











[MARCH 





THE ECONOMIC JOURNAL 





190 


No. 9, 1955. The Resolutions of the Fuly Plenum of the Central Committee and the Work of Financial 
Agencies: A. ZvEREV. Control by the Rouble—An Important Function of Financial Agencies: 
I. Stavny. Improve the Use of Repair Funds: A. Stporov. Reserves for Lowering the Cost 
of Tractor Work in M.T.S.: N. DvoretsKova. The Réle of Finance in the Execution of the 
First Five-year Plan of the Chinese People’s Republic: N. ANDREYCHENKO. 


Dengi i Kredit (Russian text) 


No. 7, 1955. Activate the Further Progress of Industry. The Organisation of Clearing Accounts 
in the Light and Food Industries: A. KAZANTSEV. Ways to a Further Improvement of Accounting 
in the Economy: I. Doucin. Strengthen the Links Between the Divisions of the State Bank: 
M. Grozovsky. Forms of Accounting Between the U.S.S.R. and the Countries of Popular 
Democracy: A. ALTSHULER. Some Results of the Activity of the European Payments Union: 
A. Evreiskoy. The Analysis of the Profit Plan Fulfilment of an Industrial Enterprise: V. 
KopnyarEv and G. SHTUKMEISTER. 

No. 8, 1955. A Fighting Programme of Action. Plans for Organisational and Technical Measures 
and Bank Control: P. PaRFANYAK. The Effectiveness of Credit for Mechanization in Industry: 
N. Barxkovsky. Credit-accounting Relations Between the U.S.S.R. and Finland: V. Trv- 
BENKOV. The Hungarian National Bank in the Service of Building Socialism: J. Venxs, 
The Activity of Bank Control: Ya. Mastyuxov. The Proper Discount of Bills of Lading for 
Autonomously Financed Organisations: A. Kosoy. Bank Control of the Observance of Contracts: 
T. CHERNYSHEVA. 

No. 9, 1955. Improve the Efficiency of Bank Control. Widen the Rights of the Director of an 
Enterprise. Accounts in the Metallurgical Industry: M. Kotxov. The Training of Specialists 
Sor the State Bank: M. Ivanov. The Control System for Inter-branch Turnover: M. Groz- 
ovsky. Shortcomings in Economic Operation: S. KuHoretovsxy. Perfect Credit and Account. 
ing Methods: V. Rytxov. 


Vestnik Statistiki (Russian text) 


No. 3, 1955. For a Further Improvement in Agricultural Statistics: V. MANYAKIN. Methodo- 
logical Problems in Accounting the Consumption Fund of the Population for Livestock Products: 
S. Particut. On the Problem of Revealing the Influence of Alterations in Product-mix on the 
Level of Production Costs: G. Gromyko. Computing the Influence of Changes in Product-mix 
on the Dynamics of Production Costs: Ya. KABAcHNIK. P. P. Semenov Tyan-Shansky (1827- 
1914) as a Statistician: M. Kuznetsova. On Computing the Actual Crop of Agricultural 
Produce in 1955: N. Zurviuin. Statistical Problems at the Eighth Session of the U.N. Commission 
on Censuses of Population: T. RyABUSHKIN. 

No. 4, 1955. A Programme for the Struggle to Develop Socialist Industry Still Further. For Con- 
tinued Improvement in Statistical Work. Problems in the Use of Wholesale Prices for Computing 
the Volume of Gross and Saleable Output of Industry: N. Lyusmmov. Methods of Computing 
Labour Productivity in Agriculture: A. Bryansky and D. Dumnov. The Employment of 
Harmonic Means in Statistics: D. Opartn. On the Harmonic Mean: M. Itevsxy. New 
Procedure in Planning, Accounting and Calculating the Cost of Production of Industrial Goods: 
D. VAINSHENKER. 

No. 5, 1955. Some Problems in the Analysis of the Efficiency of Introducing New Technique: 
A. Konson. Methods of Studying Labour Productivity in Collective Farms: A. Lrexino. 
Poll Counts in Russian Statistics (1710-1859): N. Dryzuintn. Chinese Censuses of — 
2205 B.c. to A.D. 1953: S. Krotevicu. The Organisation of Industrial Statistics in Capitalist 
Countries: N. Ivanov. Checking Workers’ Household Budget Enquiries: 1. KiLYUCHANSKY. 
Shortcomings in Measuring Labour Productivity in Flour Milling: G. Baviz. On the Improve- 
ment of the Annual Accounts of Collective Farms: M. Morozov. Some Problems in Analysing 
Plan Fulfilment for Production Costs: V. SHLYAPENTOKH. 


Plénované Hospoddrstvt (Czech text) 


No. 6, 1955. A Better Organization of the Even Fulfilment of the Economic Plan: V. Luxe and 
B. RevAx. For the Development of International Trade: J. VuLéEK. Economic Problems in the 
Development of Livestock Breeding: VV. Nemcuinov. Further Decentralisation of Planning 
Material. Technical Supply: L. Maréyxa and M. Kuticu. The 1956 Plan for Production 
Expenses and Circulation: B. KuiéKa. 

No. 7, 1955. The Improvement of Planning and Executing Capital Construction in Industry: 
V. KomArex. The Use of Reserves in Engineering: L. Smip. Some Problems in the Economic 
Development of Isolated Agricultural Co-operatives: J. KoRALKA. Planning the Gross and Nd 
Output of Industry: O. GERSHANOVsKy and M. Po.iKaRPov. 

No. 8, 1955. For a Greater Use of Chemical Processing in the National Economy: J. Peuc. 4 

Better Use of Reserves for Increasing Output and Labour Productivity in Metallurgy: J. GOLDMANN. 














ures 
try: 
'RU- 


RES, 
: for 
cts: 


f an 
lists 
R0Z- 


10do- 
ucts : 
n the 
t-mix 
827- 
tural 
Isston 


Con- 


inning 
luction 


ustry: 
mnomit 
d Net 


c. A 








1956] RECENT PERIODICALS AND NEW BOOKS 191 


Speed the Introduction of New Technology into Engineering: R.Piatzer. Improve Plan Fulfil- 
ment in Light Industry: J. Matousex. The Use of Material Incentives to Workers for the 
Fulfilment and Overfulfilment of Industrial Plans: F. Kutta. A Proper Determination of the 
Need to Electrify Czechoslovak Railways: B. TomeEx. 

No. 9, 1955. The Main Tasks for Developing Energy Supplies in the Second Five-year Plan: 
F. Homota. For the Further Mechanisation of the Timber Industry: J. Jinpra. U-S. 
Imperialism in South America: A. NuoSxa. The New Planning System in Agriculture and 
Problems of Regional Livestock Distribution: L. ZAuttTsMAN. Improve the Price System for 
Domestic Materials: O. Fiava and J. Typotr. 


Gospodarka Planowa (Polish text) 


No. 9, 1955. On the Methods of Investigating and the Criteria of Selecting the Most Efficient 
Technological Solution: J. Payestxa. Let us Intensify the Fight for a More Rapid Increase in 
the Efficiency of Labour in Industry: M.Szartro. The Problem of Maize Cultivation in Poland: 
W. Kownackt. The Footwear Industry in the Five-year Plan: J. PozNanskt. Changes 
in the Organisation of the Local Economic Planning Commissions: Cz. BreLeckt and E. 
SzKLARCZYK. Employment Policy and the Proportions of the Manpower Balance: M. 
CHARKIEWICZ. Some Problems in the Struggle for Lowering Material Costs in Industry: L. 
Zesxowicz. ‘* The Dirty War”? in Algeria: J. Ductos. After the Discussion on Calculating 
the Value of Gross Production in Engineering Enterprises. A Measure of Daily Fluctuation in 
Output: A. Rotmtin. 

No. 10, 1955. Some Problems Connected with the Elaboration of the 1956 National Economic 
Plan: A. Wanc. The Part to be Played by Construction Offices in Technological Progress: 
J. Kopmsxt. Let us Make Wider Use of Synthetic Materials in the Construction of Machines 
and Apparatus: A. MarKxowski. Remarks on the Present Stage in Agricultural Mechanisation: 
Z. KunczyNsxt. On the Simplification in the Programme of Reporting and Statistical Research 
for 1956: M. Rysxowsxt. The Investigation of the Effectiveness of Investments as a Component 
Factor of the Planning System: A. BrzEskt. Symposium on the Five-year Plan for Agriculture. 

No. 11, 1956. The Elaboration of Factory Drafts for the Five-year Plan is an Important Task of 
Today. The Effect of Producer Goods Prices on Output: Z. Aucustowskt. The Problem of 
Building Prices and Cost Accounting: S. Kurowsxt. Some Pro‘lems of the Economic Effective- 

ness of Technical Progress in Industry: C. Nrzewavz1. The Subject Matter of Economic Disserta- 

tions: M. Ravowsxi. The Organisation of State Statistics and the Needs of Planning. Sym- 
fo ium on Agricultural Problems in the Five-year Plan: Z. WEGRYK, Z. Karst, I. Reypucn, 
. SMaczny, R. FRoMER and E. Wigcxo. 


Planovo Stopanstvo (Bulgarian text) 


No. 5, 1955. For a Complete Utilization of Reserves for Expanding Labour Productivity. Socialist 
Emulation and Labour Productivity in the Coal Industry: B. Mecuxov. The Voroshilov Works 
and the Sofia Appeal: A. Marinov and I. Gerev. For a Wide Introduction into Industry 
of Labour-norm Fixing on a Technological Basis: L. Petrov. Forms of Economic Links between 
Town and Country in Bulgaria: P. Mastixov. How to Solve the Fodder Problem on Collective 
Farms: S. NesHev. Methods of Calculating Productive ag A in Industry: D. Davipov. 
ged Stocks of Materials in Industry: 1. OLOVANovV. he Economic Development of China: 

. PANAIOTOV. 


Probleme Economice (Rumanian text) 


No. 8, 1955. The Unity of Party, Government and People Guarantees the Construction of Socialism 
in Rumania. Soviet Aid in the Industrialization of Our Country: S. Petrescu. Aspects of the 
Problem of Present Day Market Prices: 1. ANGHEL. For an Improvement in the Teaching of the 
Social Sciences in Higher Education: §$. Cruceru and V. Raussen. The Development of 
Ferrous Metallurgy in Rumania: A. Stnescu and T. Nicorescu. Certain Problems of Cost 
Prices and Profitability in Machine-tractor Stations: V.Topror and G. VitcEANu. Agrarian 
Problems in the Works of N. Balcescu: V. Ionescu. A Consideration of the Methodology of 
sreuiating Labour Productivity in Industry: M.Fiorescu. The Reproduction of Social Capital: 

. BRINCU. 

No. 9, 1955. Speeches of G. Gheorghiu Dej and N. Khrushchev at the 11th Commemoration of 
Rumanian Liberation. On Volume III of Capital: S. Emit. Some Aspects of Operation of 
the Law of Value in the Rumanian Economy: H. Koun. The Present System of Industrial 
Wholesale Pricing in Our Country: R. Manescu. The Tasks of Transport in Servicing Agri- 
culture: P. Lupge. The Foreign Trade of China: P. Antim. Neomalthusian Theories of 
Population: E. Mesaros. On the Methodology of Calculating Gross Production and Labour 
Productivity in Industry: L. Bexe. The Economic Role of the Socialist State: G. MARIANOVICI. 
Engineering in China: E. ANGHEL. 
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Ekonomist (Croat text, English or French summaries) 


No. 2, 1955. Some Problems in the Theory of the Development of Underdeveloped Areas: G, 
Groié. Demographic and Sociological Factors in Yugoslav Agriculture: M. Macura. Is the 
Value of Used-up Means of Production Transferred to the Commodity Produced? : R. RADOVANOvié, 
Internal Migration in Yugoslavia from 1948 to 1953: S. Opsrapovié. A Discussion on the 
evened of Agriculture (Eleventh Meeting of the Association of Economists of Serbia): V. 

TIPETIG. 





NEW BOOKS 
British 


The Accountability of Government Departments. A Course of Studies Paper, 
Henley on Thames: The Administrative Staff College, 1955. 9”. Pp. 34. 3s. 6d. 


[This contains an account of the constitutional practice in this country regarding the responsibility 
of Ministers, individually and collectively, to Parliament.] 


The Accountability of Public Companies. A Course of Studies Paper. Henley on 
Thames: The Administrative Staff College, 1955. 9”. Pp. 31. 3s. 6d. 


[A summary of the development and present state of company law, with special reference to 
the rights of shareholders and creditors. ] 


Black’s Rocky Mountain Journal, 1824. Publications of the Hudson’s Bay Record 
Society, ing Edited by E. E. Rich. London: Hudson’s Bay Record Society, 1955. 
10”. Pp. 260. 


[The subject of the journal here reproduced is an exploratory expedition up the Finlay River 
in the north of British Columbia. This piece of country is still at the present day an untouched 
wilderness. Much of the interest of the journal comes from Black’s detailed record of the way 
of life of the Indian tribes of the district. The long intruduction by R. M. Patterson describes 
Black’s career and his colourful personality.] 


Estate Incomes. Cambridge: University of Cambridge Department of Estate Manage- 
ment, 1955. 84”. Pp. 24. 


[This is the third of a series of papers on aspects of the taxation of agricultural estates. It is 
based on an inquiry into net and gross incomes and tax liabilities of a sample of estates. It is 
argued that the taxation of agricultural estates involves two injustices: in the first place, taxable 
income is arrived at by deduction of actual expenditure on maintenance instead of by deduction 
of depreciation, which may be greater; and in the second place, in a period of rising prices, actual 
maintenance expenditure in any year tends to exceed the deductable expenditure, since the latter 
is computed on the average of the last five years. Gross income on the estates in the sample was 
only 3:62% of capital value, and the net income is actually found to be negative. This is taken 
as further evidence of the tax difficulties besetting the agricultural landlord. Unfortunately the 
presentation of the argument throughout the pamphlet is not a model of lucidity, and it is not easy 
to see just what the negative net income means. Nor is it made clear how the estates in the 
sample were selected and what grounds there are for supposing them to be representative. While 
it will be generally conceded that agricultural landlords have a certain grievance in the low level 
of rents, the author does not establish an entirely convincing case for supposing that they are also 
unjustly treated in the matter of taxation. One cannot help suspecting that the low level of net 
income found in the sample was influenced by the important privilege of being allowed to offset 
against the other income of the estate owner any excess of maintenance expenditure over estate 
revenue. ] 


Every (R.). The Future of Retailing. Fabian Research Series, No. 177. London: 
The Fabian Society, 1955. 84”. Pp. 40. 2s. 6d. 


[The author describes the present structure of distribution in this country and makes proposals 
for increasing its efficiency. He favours the abolition of resale price maintenance and other 
restrictions on competition, and he proposes that the state should take a more active part by laying 
down stricter standards of hygiene, establishing an advisory service and possibly entering into 
certain branches of wholesaling. He recognises that the freeing of competition is likely to make 
things more difficult for small shop-keepers, and he suggests that some degree of co-operation 
between them in buying might help them to overcome their difficulties without prejudice to the 
public interest. ] 
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FEDERATION OF BritisH Inpustries. Taxation of Profits and Income. A digest of the 
Reports of the Royal Commission. London: Federation of British Industries, 1955. 8&4”. 
Pp. 92. 5s. 


[This contains a digest of the three reports of the Royal Commission on the Taxation of Income 
and Profits and of the reports of the two Departmental Committees presided over by Sir James 
Millard Tucker on the Taxation of Trading Profits and on the Taxation Treatment of Provisions 
for Retirement. An index is provided containing references to the original reports as well as to 
the digest. On a good many points the digest is able to state only the conclusions arrived at in 
the reports without giving the grounds on which they are based, so it is not a substitute for the 
original documents; it is, however, a very useful guide to them. It has been prepared by 
Mr. Frank Bower.] 


Forp (P.), THomas (C. J.) and Asuton (E. T.). Problem Families. The fourth 
report of the Southampton Survey. Oxford: Basil Blackwell, 1955. 83”. Pp. 49. 4s. 


[Like the earlier reports in the Southampton Survey, this is a competent piece of work with 
more than merely local interest. It is based on material made available by the Social Rehabilita- 
tion Committee of the County Borough of Southampton. The first chapter contains a lucid 
survey of past work in the field, and describes how the growth of national income per head has 
caused the phenomenon of the problem family to emerge as something distinct from the general 
problem of poverty. The statistical analysis of the Southampton material none the less leads 
the authors to emphasise that there is no single cause that makes a family into a problem family. 
Indeed, the concept of a problem family is itself far from perfectly clear. A combination of below 
average intelligence and ill-health is held to underlie a large proportion of the cases studied. It is 
clear also that many of the married couples concerned would not have come to the attention of 
the authorities had it not been for the large number of children born to them, since a mother who 
would have been able to cope more or less adequately with one or two children finds the management 
of a large family too much for her, and er health is, moreover, undermined by recurring 


pregnancies. ] 


Freedom for Coal. London: The British Coal Exporters Federation, 1955. 94”. 
Pp. 24. 


[A statement of the case for measures aimed at increasing the export of coal. The chief proposal 
is that the National Coal Board should be free to charge full economic prices, so discouraging 
wasteful consumption at home, and should then allocate coal between home and export markets 
on normal commercial principles. ] 


Girrorp (C.) and Stevens (J. A.). Making Money on the Stock Exchange. A 
beginner’s guide to investment policy. London: Macgibbon & Kee, 1955. 7}. Pp. 
25. 15s. 


[To be reviewed.] 


Grecory (Stir THEODORE). The Present Position of Central Banks. The Stam 
Memorial Lecture, 1955. London: The Athlone Press, University of London, 1955. 


84”. Pp. 25. 2s. 6d 


[Most of this lecture is devoted to a survey of recent developments in opinion on the proper 
functions and status of a central bank. The author traces the reasons why the prestige of central 
banks declined in the nineteen-thirties and has recovered in the last few years. On the basic con- 
stitutional question whether there is any adequate reason why a central bank should enjoy more 
independence than an ordinary government department, Sir Theodore Gregory has two points to 
make: in the first place, the control of fiscal and monetary policy is too big a job for a single 
minister to handle successfully; and in the second place, “‘ such a concentration of power in the 
hands of an individual, the nominee, under democratic conditions, of a political party, would be, 
and would be felt to be, intolerable” (p. 16). He concludes with a brief discussion of the instru- 
ments of central banking policy. He suggests that if the Federal Reserve System has perhaps gone 
too far in precise formulation of its attitude towards the alternative techniques at its disposal, in 
this country we have not gone far enough in that direction and would benefit from some clarification 
of official policy.] 


Le Gros Ciark (F.) and Dunne (A. C.). Ageing in Industry. An inquiry based 
on figures derived from census reports into the problem of ageing under the conditions of 
modern industry. London: The Nuffield Foundation, 1955. 83”. Pp. 146. 6s. 


[Reviewed in this issue.] 


Hemsroner (R. L.). The Great Economists. Their lives and their conceptions of 
the world. Revised for publication in England with two eeny chapters by 
P.SrrEETEN. London: Eyre & Spottiswoode, 1955. 9”. Pp. 320. 28s. 

[To be reviewed.] 
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Hooper (S.G.). The Finance of Farming in Great Britain. London: Europa Publica. 
tions, 1956. 84’. Pp. 247. 25s. 
[To be reviewed.] 


INTERNATIONAL BANKING SUMMER ScHoot. The Post War Functioning of Banking. 
Return to Normal? A series of lectures delivered to the Seventh Session, Madrid—Granada, 
September 1954. Madrid: Consejo Superior Bancario, 1955. 9”. Pp. 245. 


INTERNATIONAL BANKING SUMMER SCHOOL. International Banking and Foreign Trade. 
A series of lectures delivered at the Eighth Session, Christ Church, Oxford, September 
1955. London: Europa Publications, for the Institute of Bankers, 1955. 9’. Pp. 226. 
20s. 

[These two volumes contain numbers of lectures by economists, bankers and others on current 
monetary problems. Notable contributions include, in the proceedings of 1954, a lecture by 
Sir Dennis Robertson on ‘‘ Convertibility,” and, in the proceedings of 1955, a lecture by W. F, 
Crick on *‘ The International Flow of Capital” and a group of three papers by prominent bankers 
on “‘ Post-war Monetary Policy in its Effect on Foreign Trade ” in Western Germany, the Benelux 
countries, France, Italy and Switzerland.] 


INTERNATIONAL Economic AssoctaTION. International Economic Papers, No. 5, 
Edited by A. T. Peacock, R. Turvey, W. Stolper and E. Henderson. London: Macmillan 
(New York: The Macmillan Co.), 1955. 10”. Pp. 199. 15s. 


[To be reviewed.] 


Katpor (N.). An Expenditure Tax. London: Allen & Unwin, 1955. 9”. Pp. 
249. 18s. 


[Reviewed in this issue.] 


Kuznets (S.). (Ed.) for the International Association for Research in Income and 
Wealth. Income and Wealth, Series V. Cambridge: Bowes & Bowes, 1956. 9”. 
Pp. 242. 42s. 


[To be reviewed. ] 


LancLey (J. A.), Luxton (H. W. B.) and Morris (S. T.). Farm Organisation in 
Dorset. Dairy Research Study, 1953/55, Part I. Newton Abbot: Department of 
Economics, University of Bristol, 1955. 9”. Pp. 69. 4s. 


LancLey (J. A.) and Luxton (H. W.B.). Milk Production in Dorset. Dairy Research 
Study, 1953/55, Part II. Newton Abbot: Department of Economics, University of 
Bristol, 1955. 9”. Pp. 64. 4s. 

[These two reports represent the first results of a comprehensive research project on the economics 
of milk production in the South-West. The importance of milk production to the farms of the 
region is analysed in the first report, while the second one deals more specifically with some aspects 
of milk production on the farms in question.] 


Lirtte (L. T.). A Handbook for Economics Students. London: Jordan & Sons, 
1955. 73”. Pp. 181. 7s. 6d. 

[This is the desperate examinee’s vade mecum. A few years ago Mr. Little re-wrote the element- 
ary Economics for Commercial Students and Businessmen, long familiar to candidates for certain examina- 
tions as ‘‘ Crew.”” This little book, which will tell you the answer to almost any major problem 
of economics in fifty words, is described as based on that major work. It probably has uses for a 
half-educated student during the frantic process of revision. As one might expect from so com- 
petent an economist as Mr. Little, it is accurate within its limits. But an adult reviewer can hardly 
be expected to recommend it seriously.] 


Lupwic (M.). (Ed.). The Cotton Industry—Today and Tomorrow. Official 
Report on the Jubilee Cotton Congress held at Buxton, England in May, 1954. Man- 
chester: International Federation of Cotton and Allied Textile Industries (567 Royal 
Exchange, Manchester 2), 1955. 10”. Pp. 288. 

[The proceedings of the Congress include a long statistical paper by W. T. Kroese on the history 
of the cotton industry during the last fifty years and its future prospects and also a paper by Prof. 
L. Dupriez on the relevance of international monetary problems for the cotton industry at the 
present time. Most of the other contributions are of a more technical character.] 


LunpBeERG (E.). (Ed.). The Business Cycle in the Post-war World. Proceedings 
of a Conference held by the International Economic Association. London: Macmillan, 
1955. 9”. Pp. ix + 367. 30s. 


[To be reviewed.] 
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MEapE (J. E.). The Theory of International Economic Policy, Volume II. Trade 
and Welfare. 9”. Pp.v +618. 45s. MathematicalSupplement. 9”. Pp. vii + 128. 
25s. London: Oxford University Press, for the Royal Institute of International Affairs, 
1955. 


[To be reviewed.] 


Mixne (A. M.). The Economics of Inland Transport. London: Sir Isaac Pitman, 
1955. 9”. Pp. 292. 25s. 


[To be reviewed.] 


Mortimer (R. G.). Farming Types and Financial Results, 1954-55. Nottingham: 
Department of Agricultural Economics University of Nottingham, 1955. 8’. Pp. 
24+ tables. 2s. 


[This statistical report by the Provincial Agricultural Economist on financial results on East 
Midland farms in 1954/55 is designed chiefly to enable farmers in the region to compare their 
own results with those of the average in the sample and the average of the six most profitable farms 
in the sample.] 


NEALE (E. P.). Guide to New Zealand Official Statistics. Third edition. Auckland: 
Whitcombe & Tombs for Auckland University College, 1955. 83”. Pp. 195. 16s. 


[This contains a guide to sources and extensive discussion of scope, methods of calculation, 
reliability, interpretation, etc.] 


Nevin (E. T.). The Mechanism of Cheap Money. A study of British monetary 
policy, 1931-1939. Cardiff: University of Wales Press, 1955. 9’. Pp. xi + 350. 25s. 


[To be reviewed.] 


Nevin (E. T.). The Problem of the National Debt. Cardiff: The University of 
Wales Press, 1954. 73”. Pp. 115. 6s. 


[The public debt of almost all countries has been growing astronomically. That of the United 
Kingdom represented half of one year’s income in 1914, two years’ income in 1930 and, suprisingly, 
about the same in 1950. Of the eighteen largest countries of the world our proportion is highest. 
It is twice that of the United States, five times that of France, ten times that of Germany. Mr. 
Nevin draws our attention to the economic consequences of this debt: to the recurring problems 
of repayment and conversion, to its effects on our public finances, to its effects on the assets of the 
banking system and the control of inflation and its effects on the power to use a flexible monetary 
policy. Mr. Nevin considers the ways in which reform might be ible, first in relation to govern- 
ment debt held by government departments (about one-fifth of the whole), and then in relation to 
debt held by the banks, by institutions and by private holders. He suggests the creation of a variety 
of of debt certificates, to be held respectively by banks, institutions and persons, and subject 
to different conditions and degrees of liquidity.] 


Tue NuFFIELD FounpaTion. Report for the year ended 31 March 1955. London: 
The Nuffield Foundation, 1955. 9”. Pp. 125. 


[The total amount of grants allocated in the first year of the Foundation’s third quinquennium 
was £681,397. ‘The major part of the year’s allocation for social research was a grant to increase 
the permanent endowment of Nuffield College. An interesting addition to the Foundation’s 
activities is the grant of a sum of £43,750 to be spent over the next five years in support of learned 
journals, with initially some preference for journals devoted to the humanities. e grant will be 
administered by two special committees, one for journals in the humanities appointed by the 
British Academy, and the other, appointed by the Foundation in consultation with the Royal Society, 
for scientific journals. ] 


Tue NuFFIELD ProvinciaL Hospirats Trust. Third Report, 1951-1955. London: 
Nuffield Provincial Hospitals Trust, 1955. 83”. Pp. 60. 


‘ [An F eganeny of the —— and experimental projects carried out or supported by the Trust 
uring the past quinquennium. 


Poot (A. G.) and Liewettyn (G.). The British Hosiery Industry. A study in 
ag ae First report. Leicester: University College, Leicester, 1955. 10’. Pp. 
. 4s. 6d. 


[This lucid and interesting report describes the first stage of an inquiry into the hosiery industry, 
financed from Conditional Aid funds. The authors examine the extent to which the hosiery 
industry satisfies the two text-book criteria of competitiveness: the existence of many firms producing 
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similar products, and ease of entry. Evidence on the size structure of the industry is taken from 
the Census of Production and from material made available by the National Hosiery Manufacturers’ 
Federation. It is found that in general the degree of concentration in the industry is low. The 
firms vary greatly in size, the large ones being mostly old-established undertakings which produce 
a particularly wide range of products. With the partial exception of the section of the industry 
engaged in manufacturing fully-fashioned stockings, the economies of scale are not great. The 
structure of the industry is thus highly competitive, and there is no collusion or restriction of com- 
petition between firms. The industry also satisfies well the criterion of ease of entry. Detailed 
information was collected from all the firms that could be traced to have entered the industry in 
the North Midlands since the war. Most of these businesses started on a very small scale and 
have grown rapidly, although there are also a fair number of firms that have closed down during 
the period, especially in the last few years. Most of the new firms mentioned lack of capital as 
the chief factor restricting their rate of growth. The great majority of them started up with second- 
hand machinery, this being much cheaper than new equipment. The authors suggest that the 
availability of second-hand machinery contributes substantially to ease of entry to the industry.] 


Reppisu (H.). This is Industrial Partnership. London: Staples, 1955. 7”. Pp. 
34. 2s. 

[The Chairman of the Rugby Portland Cement Company here describes the schemes in 
operation in his company by which the worker is given a financial interest in the success of the 
undertaking. These consist of a profit-sharing scheme, which was established twenty years ago, 
and the more recently instituted ‘‘ A’’ Share scheme. The effect of the latter is something similar 
to an endowment-assurance policy, in which the sum payable on death or retirement depends on 
the current fortunes of the company as reflected in the market price of its shares. Mr. Reddish 
emphasises that no scheme of profit-sharing is likely to succeed unless it is based on an already 
existing foundation of goodwill and esprit dz corps in the business. ] 


Rotwein (E.). (Ed.). {David Hume. Writings on Economics. Edinburgh: 
Thomas Nelson, 1955. 9”. Pp. 224. 30s. 
[To be reviewed.] 


SHannon (I.). Rural Industries in the Australian Economy. Melbourne: F. W. 
Cheshire (London: Angus & Robertson), 1955. 84”. Pp. 150. 22s. 6d. 


[‘‘ Rural industries ”’ in the title in effect means agriculture. About half of the book is devoted 
to describing the evolution and present condition of the different branches of Australian agriculture 
—wool, wheat, meat and dairying—in their context of world markets. Most of the rest of the 
book concerns the effects of Australia’s policy of protection on her agriculture and on her economy 
generally. The author draws on a wide ange of sources, including econometric work on world 
supply and demand for primary products, and his 4 stage is pursued with ingenuity and con- 
sideanbe theoretical refinement. It is interesting to learn, for example, that the general policy 
of favouring manufacturing at the expense of agriculture tends to encourage wool production 
relatively to other forms of agriculture, because wool production is particularly land-intensive, and 
therefore benefits from the relative cheapening of land that is brow ht about by the shift away from 
agriculture as a whole. The author is strongly hostile to the men oad of protection, and he traces 
out in much detail the dire consequences that must result from it. He would favour a retreat 
from the policy of encouraging manufactures, and he suggests various ways in which the balance 
might be shifted back to primary production. The weakest link in his argument appears to lie 
in his more or less unquestioning assumption that a unit of resources will yield a larger real social 
output in primary production than in manufacturing. Once this is granted, the rest of his con- 
clusions naturally follow. The argument in favour of the basic assumption, however, is stated 
almost entirely in a priori terms (‘‘ otherwise protection would not be necessary’). The author 
might have strengthened his case by a more explicit discussion of the evidence on this aspect of the 


question. ] 


Shops and Shopping. L.P.E. Papers, No. 2. London: London Press Exchange 
(110 St. Martin’s Lane, W.C.2), 1955. 94”. Pp. 34. 

his is the second of a series of papers “‘ on subjects having general significance for the com- 
munity,”’ published by a firm of advertising agents. It contains four papers on retailing: ‘‘ Resale 
Price Maintenance,” by Margaret Hall; ‘‘ Shifts in the Distributive Pattern and the Department 
Store,” by James B. Jefferys; ‘“‘ Self-service,”” by John Baxter; and ‘‘ Instalment Selling,” by 
C. McNeil Greig. In addition, there are two brief editorial notes on ‘‘ The Consumer and Resale 
Price Maintenance” and ‘ Present Shopping Habits.” These notes report the results of sample 
inquiries among housewives. It is interesting to find that most of the housewives expressed them- 
selves in favour of resale price maintenance, although, as the authors explain, it was difficult to 
present to them such a complicated question without introducing bias.] 
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Smecure (K. B.). The British Way of Life. London: Heinemann, 1955. 9”. Pp. 
195. 15s. 


[The chapter headings of Professor Smellie’s contribution to this series of volumes on national 
“ ways of life” are: Land and People; The Family ; Education; Economic Life ; Political Institutions ; 
and Britain and the World. This might suggest a collection of essays, but the book has in fact a 
unity which belies first impressions. Naturally no two authors could be expected to agree on the 
best way to handle such a daunting topic as the British Way of Life, and the prominence given 
by Professor Smellie at a number of points to institutions and leshintben may be criticised as rather 
the line of least resistance. Certainly, although the author is a shrewd observer of the contemporary 
scene, his work does not indicate the close first-hand acquaintance with social realities to be found, 
for example, in F. Zweig’s The British Worker. But his aim is a different one, and it has been well 
achieved. ‘The book’s distinctive feature lies in its historical approach—in the emphasis laid 
throughout on the part played by Britain’s past in determining the present structure of British 
life. ‘This theme is traced out with much subtlety and learning. The author is particularly good 
on the evolution of opinion.] 


Sociai and Economic Progress in the Northern Region of Nigeria. Kaduna, Northern 
Nigeria: Director of Information Services, 1955. 10’. Pp. 97 


[The various chapters survey the progress made since 1946 in agriculture, industry, co-operation, 
community development, education, health, public works and a number of other spheres. 


Tew (B.). Wealth and Income. An analysis of the economic and financial systems 
of Australia and Great Britain. Second edition. Melbourne: Melbourne University 
Press (London: Cambridge University Press), 1955. 84”. Pp. vii + 265. 30s. 


[The first edition of this unusually original text-book was reviewed by Mr. Alan T. Peacock in 
the Economic JourNAL, June 1951, p. 393. In this revision the author has re-arranged and 
strengthened the argument at a number of points.] 


Tippett (L.H.C.). Statistics. Secondedition. Home University Library. London: 
Oxford University Press, 1956. 7”. Pp. 224. 7s. 6d. 


[This lucid introduction to the concepts and methods of statistics (not only economic statistics) 
was first published in 1943. The present edition takes account of developments in technique made 
since that time and of the much more extensive statistical material now available.]} 


WelsskopF (W. A.). The Psychology of Economics. London: Routledge & Kegan 
Paul, 1955. 84’. Pp. 266. 25s. 


[To be reviewed.] 


Wiener (N.). Time and Organization. The second Fawley Foundation Lecture. 
Southampton: University of Southampton, 1955. 83”. Pp. 16. 2s. 6d. 


[The distinguished author of Cybernetics takes as the starting point for this lecture his own recent 
work on the electric activity of the brain. Application of the technique of autocorrelation has 
revealed a periodic rhythm in brain waves which was difficult to discern in the original data. As 
now revealed, the oscillation is extremely clear and persistent. In order to cast light on the 
possible functions of this ‘‘ clock ” in the brain, Professor Wiener turns to the analogy of physical 
control mechanisms in which accurate timing measures are necessary (or at least very useful) to 
ensure the efficient co-ordination of different impulses. He suggests that in the human brain and 
nervous system likewise the ‘‘ clock ”” may be an essential part of the mechanism of communication 
and control. Finally, the author takes a social analogy, and points out the importance of measures 
of time in the effective co-ordination of the activities of individuals in a group. Examples of this 
range from the clocking-in of workers in a factory to the institution of the week and the calendar, 
which is common in some form or other to all civilisations. Professor Wiener emphasises that 
much of what he has to say is highly tentative and conjectural, and to many readers his analogies— 

ially the social analogy—may seem a little strained. We should none the less be grateful to 
him for such a lucid sketch of some of the possibilities in an unmapped and fascinating field of study.] 


Witurams (D.). The Rebecca Riots. A study in agrarian discontent. Cardiff: 
University of Wales Press, 1955. 9”. Pp. 377. 25s. 


[To be reviewed.] 


Witson (T.). (Ed.). UlsterunderHome Rule. A study of the political and economic 
enn of Northern Ireland. London: Oxford University Press, 1955. 9”. Pp. 
x + 229. 2ls. 


[To be reviewed.] 
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World Population and Resources. A report by P.E.P. London: Political and 
Economic Planning, 1955. (Distributed by Allen & Unwin.) 9”. Pp. ix + 339. 30s, 


[To be reviewed.] 


ZEUTHEN (F.). Economic Theory and Method. London: Longmans, 1955. 9”, 
Pp. 364. 30s. 
[To be reviewed. ] 


Indian 


Bajpai (R. G.). A Few Aspects of Indian Economy. Kapurthala: published by the 
author at Randhir College, 1955. 93”. Pp. 117. Rs. 1/8. 

[These are seven lectures given by Professor Bajpai of Randhir College, Kapurthala. They 
cover the freedom of the market economy, the problems of a backward economy, population, 
rationalisation, unemployment, the welfare state, the new economic policy, all seen in relation 
to India.] 


BALAKRISHNA (R.). Recent Trends in Indian Finance. Madras: University of 
Madras, 1955. 10”. Pp. 176. Rs. 8/-. 

This book prints the six Sir William Meyer lectures delivered by Professor Balakrishna in 
1953-54. His main theme is the re-orientation of fiscal policy as an instrument for the mainten- 
ance of full employment, on the one hand, and for the avoidance of inflation, on the other. He looks 
at tax policy in relation both to this and to the wider use of fiscal policy to contribute to economic 
development and in relation to India’s economic plans.] 


Dey (S.). Industrial Development: a new approach. Calcutta: Thacker, Spink & 
Company, 1955. 9”. Pp. 82. Rs. 5/-. 

This is an amusing and fascinating little book. The reader is transported to Kulkuri, an 
Indian village in process of ‘‘ development.’’ He finds underemployed workers, discovering for 
themselves that by barter ani enterprise they can add to their own and other people’s real income. 
To any economist, brought up on Say’s Law, even with the limitations that Keynes set upon it, it 
will be a stimulating exercise to ask whether and in what conditions a wide market economy witha 
monetary basis may frustrate the simpler processes of almost direct exchange that might raise real 
production while reducing underemployment. The book goes on to discuss the possible escape 
and a scheme for multilateral expansion of output for mutual exchange, which ecole in some ways 
the Upholland Scheme devised by Peter Scott for a group of long-term unemployed during the 
years of depression. ] 


Gapciw (D. R.). Economic Policy and Development. A collection of writings. 
Poona: Gokhale Institute of Politics and Economics, 1955. 10”. Pp. 248. 12s. 

[This reprints a number of recent writings by Dr. Gadgil. The volume begins with his Presi- 
dential Address to the Indian Economic Conference of 1940, in which he surveyed the principles 
that he then thought should govern Indian economic policy. It ends with a similar address in 1954 
to the Indian Society of Agricultural Economics on the place of agriculture in the Indian Five 
Year Plan. In between he deals with other aspects of that plan and with various other problems 
of economic and social development. The whole makes an interesting and coherent commentary 
on recent economic policies and events in India.] 


Hennessy (J.). India, Democracy and Education. A study of the work of the Birla 
Education Trust. Calcutta: Orient Longmans, 1955. 10”. Pp. 338. Rs. 15/-. 

[This is a detailed and well-illustrated account of the work of the Birla Education Trust, of the 
institutions maintained by it at Pilani and of the educational ideals that have inspired the experi- 
ments for which it has been responsible. ] 


Josx1 (N. S.) and Duexney (B. R.). Irrigation and Agriculture in the First Five Year 
Plan: An Appraisal. Volume II. Poona: Deccan Book Stall, 1954. 10”. Pp. 170. 
Rs. 3/-. 

[This is an addendum to a report by the same authors that was noted in the Economic JOURNAL 
of June 1955, p. 378.] 


Madhya Pradesh in Indian Economy. Brochure prepared by the Department of 
Economics and Statistics. Nagpur: Government Press, 1955. 10”. Pp. 63. Rs. 3/-. 


[An official handbook which contains useful information and statistics regarding the State of 
Madhya Pradesh—formerly the Central Provinces of India.] 
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Mann (H.H.). Rainfall and Famine. A study of rainfall in the Bombay Deccan, 
ss, Bombay: Indian Society of Agricultural Economics 1955. 84”. Pp. 
47. Rs. 2/-. 


[The author was formerly Director of Agriculture, Bombay State. He here carries out an 
elaborate analysis of the relation between crop yields and the amount and timing within the year 
of rainfall in four stations in or near the belt in the Bombay Deccan most liable to famines. The 
conclusions reached are not sufficiently clear to be immediately useful for forecasting, but they 
should none the less be of value both in themselves and as indicating a technique of analysis capable 
of being carried further.] 


NAMBUDIRIPAD (K. N.S.). A Short History of Indian Currency. Poona: Continental 
Prakashan, 1955. 73”. Pp. 380. Rs. 7/8. 


[Dr. Nambudiripad, who is Lecturer in the University of Poona, has written a workman-like 
small introduction to the history of Indian currency. He begins, after a brief review of earlier 
iods, with the establishment of a uniform currency in 1835, and the events which led up to it. 
ubsequent chapters cover the period of the silver standard, the difficulties of the eighties and 
nineties, the appointment of the Herschell Committee and the closing of the mints, and the 
subsequent emergence of the gold exchange standard. There follow, in a series of chapters, the 
problems of the inter-war years, the rupee ratio dispute, the development of Central Banking, and 
then the difficulties first of the depression years and then of the war, and finally the problems of the 
control of inflation and of India’s currency after independence. This is a useful addition both to 
the available text-books and to the more general literature of the subject.] 


Rao (V. K.R.V.). An Economic Review of Refugee Rehabilitation in India. Mono- 
graph 1, A Study of Nilokheri Township, pp. 56; 3, A Study of Faridabad Township, pp. 
76; 5, A Study of Kingsway Camp, &P. 70; 6, A Study of Rajpura Township, pp. 78; 
7, A Study of Tripuri Township, pp. 68. Delhi: University Press for the Delhi School of 
Economics, 1955. 94”. Rs. 2/8 each. 


[After the partition of India and Pakistan numerous refugees fled from one country to the other. 
In India a series of new townships were built to accommodate the refugees, and the problem of 
finding work for the potential wage-earners and retraining them as necessary was tackled. Professor 
Rao, at the request of the Government of India, has made a sample study of seven of these camps 
or townships, with the assistance of some of his staff at the Delhi School of Economics. These 
monographs present his findings. Up to a point they reveal heroic achievements in creating 
accommodation, the minimum of facilities and of the essentials for a new life. But they reveal also 
the extraordinary difficulties of absorbing and fitting into the Indian economy large numbers of 
persons lacking capital or capital equipment, and in several of the townships the end of the story 
shows a substantial residue of remaining unemployment. It is difficult not to compare in one’s 
mind these heroic attempts and limited successes with the similar attempts of some of the Quaker 
and other organisations to create employment in South Wales during the thirties and their limited 
success in an environment where effective demand was in total deficient, and to wonder how far the 
general economic policies of India have contributed to the difficulties. ] 


RESERVE BANK oF INDIA. Trend and Progress of Banking in India during the year 
1954. Bombay: Reserve Bank of India, 1955. 93”. Pp. 127. 6s. 


[This report, which provides full statistical information regarding Indian banking, describes 
the year 1954 in India as a year of orderly economic expansion, with credit policy broadly un- 
changed, but with an increasing tempo of development.] 


Sovani (N. V.) and DANDEKAR (Kumupin1). Fertility Survey of Nasik, Kolaba and 
= a Districts. Poona: Gokhale Institute of Politics and Economics, 1955. 
Fs Pp. 167. 9s. 


[This is a continuation of an earlier study of Fertility and Mortality in Poona District. This study 
was extended to record the fertility history of all women in the sample and to throw light on attitudes 
tofamily planning. The proportion of male heads of families who had ery - of contraception 
was probably less than 5% (many were uncertain of their knowledge), while less than 2% were 
probably practising it. Some interesting case studies are appended. ]} 


American 


Batpwin (G. B.). Beyond Nationalization. The labor problems of British coal. 
ten ss Harvard University Press (London: Geoffrey Cumberlege), 1955. 
Fis . 324. 35s. 


[To be reviewed.] 
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Bercet (E. E.). Urban Sociology. New York and London: McGraw Hill, 1955, 
9”. Pp. vii + 558. 49s. 

[This text-book treats in turn the history of cities, problems of location and morphology, de- 
mography (including migration), the aiietune of basic institutions (family, religion, recreation), 
government, crime, and housing and town planning. A great deal of illustrative material jis 
provided, chosen chiefly but by no means exclusively from the United States. It is primarily a 
text-book on cities, rather than on sociology, but the author has endeavoured wherever possible to 
relate what he has to say to general sociological theories. ] 


Can we Depression-Proof our Economy? Report of the Committee on Economic 
Policy. Washington, D.C.: Chamber of Commerce of the United States, 1955. 9”, 
Pp. 28. 


[A brief survey of the means available in the United States to-day for preventing the onset of 
depressions or lessening their severity. The authors attach importance to the responsibility of 
business leaders in this regard. It is suggested that the pursuit of sound but enterprising business 
policies, 5 ais on a long-range view, may make an important contribution to stabilising the 
economy. 


CartTon (R.K.). (Ed.). Forced Labor in the ‘‘ People’s Democracies.’’ New York: 
Frederick A. Praeger for the Mid-European Studies Center, 1955. 8’. Pp. 248. 


—_ survey is based on evidence derived from legislation and official decrees, newspaper 

me ications, the testimony of refugees, etc. It sets out to supplement and bring up to date the 

dings of a U.N. Ad Hoc Committee on Forced Labour, published in 1953. It includes material 
relating to changes in the position since the death of Stalin.] 


Crark (J.M.). The Ethical Basis of Economic Freedom. The Kazanjian Foundation 
Lectures. Westport, Connecticut: The Calvin K. Kazanjian Economics Foundation 
(P.O. Box 431), 1955. 9”. Pp. 38. 


[The central theme of these two lectures is that capitalism cannot lead to satisfactory results 
unless certain ethical standards are observed. Unrestrained individualism is not an effective 
alternative to communism, since economic actions have such a variety of by-products that private 
and public interest cannot be expected to coincide. Nor can legislation always provide an adequate 
corrective, since divergence between private and social interest can occur in such an enormous 
variety of ways; moreover, legislation will not be effective unless it has the sanction of public 
opinion. Professor Clark enumerates a whole host of spheres where ethical issues are unavoidable: 
in the relation between directors and shareholders (‘‘ corporate ethics ’’), in the provision of enter- 
tainment (which is bound to influence public taste and individuals’ characters), in the pursuit of 
sectoral interests by trade unions and other bodies, to quote a few examples. He is reasonably 
optimistic about the prospects of a sufficient degree of ethical responsibility being forthcoming. 
He points out that the concept of pure self-seeking is not very meaningful and certainly does not 
describe representative human behaviour. It is not natural for people to disregard entirely the 
interests of others, at least of those in their immediate environment (here Professor Clark comes 

bs close to David Hume’s doctrine of ‘“‘sympathy”’). Ethical standards may be observed by 
individuals, and they may also operate through institutional agencies such as business corporations, 
trade unions, professional organisations and the law. Professor Clark’s wide-ranging and subtle 
analysis exposes most effectively the jejune psychological and. ethical basis of much contemporary 
writing about economics. These lectures deserve to be widely read.] 


Davipson (R. K.). Price Discrimination in Selling Gas and Electricity. Baltimore, 
Maryland: The Johns Hopkins Press, 1955. 9”. Pp. 254. 


[To be reviewed.] 


*. FREEMAN (R. A.). Federal Aid to Education—Boon or Bane? National Economic 
— No. 458. Washington, D.C.: American Enterprise Association, 1955. 8}”. 
. 50. 


[A statement of the case against extending federal aid to education. The author takes his 
stand on the general principle that centralisation of authority is undesirable and is an inevitable 
concomitant of even partial centralisation of finance.] 


GarsraitH (J. K.). The Great Crash: 1929. Boston, Mass.: Houghton Mifflin 
(London: Hamish Hamilton), 1955. 84”. Pp. 212. 12s. 6d. 


[Reviewed in this issue.] 
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Haynes (W. W.). Present and Prospective Markets for West Kentucky Coal. Lexing- 
ton, Kentucky: University of Kentucky, for the Bureau of Business Research, 1955. 11”. 
Pp. 124. 

[The author analyses the present sales of West Kentucky coal by region and by use. He then 
proceeds to make estimates of likely sales in 1960.] 


Hipy (R.W.) and “eo Pioneering in Big Business. History of Standard Oil Com- 
pany (New Jersey) 1882-1911. Prepared under the auspices of the Business History Foun- 
dation. New York: Harper & Brothers, 1955. 94’. Pp. xix + 839. $7.50. 


[To be reviewed.] 


Input-Output Analysis: an Appraisal. Studies in Income and Wealth, Vol. 18, by 
the Conference on Research in Income and Wealth. Princeton, New Jersey: Princeton 
University Press, for the National Bureau of Economic Research (London: Geoffrey 
Cumberlege), 1955. 93’. Pp. 381. 60s. 


[To be reviewed.] 


IsarD (W.) and ScHOOLER (E. W.). Location Factors in the Petrochemical Industry, 
with special reference to future expansion in the Arkansas-White-Red River basins. 
Washington, D.C.: U.S. Department of Commerce, 1955. 103”. Pp. 45 and appendices. 
$3.00. 


[The petrochemical industry is defined as that engaged in the production of chemical elements 
and compounds derived in whole or in part from petroleum or natural gas. The report examines 
the forces affecting the future geographical pattern of the industry in the United States. The chief 
issue is between sites where the raw materials are available and sites close to markets. The forces 
affecting the decision are broken down into three groups: transport costs on raw material and 
fuel gas; transport costs on finished products; economies and diseconomies of scale. Statistical 
estimates of these are worked out systematically for each of the chief petrochemical products. ] 


Keynes (J. N.). The Scope and Method of Political Economy. A are of the 
Fourth Edition. me of Economic Classics. New York: Keliey & Millman, 1955. 
7”. Pp. 382. $6.00. 


[This volume, which is a reprint of J. N. Keynes’ classic treatise on the methodology of economics, 
is a copy of the fourth edition which appeared in 1917. The first edition Neg! of this penetrating 
and humane inquiry was reviewed in the first volume of this JouRNAL (pp. 420-23) by Professor 
Edgeworth. On the substance of the book, with its clear distinction between positive science, 
normative science and art, there is nothing that need be added to the review of the first edition. 
It is, as Professor Milton Friedman has recently reminded us, a work that should be read even to-day 
by all interested in serious economics. The publishers are to be congratulated on making it once 
again available even though the price seems formidable.] 


Knowtes (W. H.). Personnel Management: a human relations approach. New 
York: American Book Company, 1955. 84”. Pp. 488. $4.50. 


[The first half of this text-book deals with the functions of personnel management in a broad 
psychological and social setting. The remainder is concerned with the more specific problems of 
union-management relations, wage administration and government intervention. Underlying the 
author’s approach is his belief that ethical judgments are inseparable from personnel management: 
“Scientific management attempted to eliminate value judgments by approaching personnel 
management purely as a science, and in doing so overlooked the fact that it was making value 
judgments in the name of science” (p. 478). He takes his own stand squarely on the principles 
of os ae democracy, and a major purpose of the book is to work out what this involves in 
practice. 


Lambie (J. T.). From Mine to Market. The history of coal transportation on the 
Norfolk and Western Railway. New York: New York University Press, 1954. 9}. 
Pp. vii + 380. $6. 

[This is an excellent, straightforward account of the relationship first, between the Norfolk and 
Western and the coal-producing companies along its lines, and second, between the Norfolk and 
Western and the four other big bituminous-carrying roads, both in the early days of pooling, when 
regulation of rates and og was being attempted by agreement between F agp 2 and 
since the inauguration of the Interstate Commerce Commission. It also includes a history of the 


expansion and vicissitudes of the Norfolk and Western from the beginning in 1881 until the present. 
Mr. Lambie’s work is of particular interest because of the position of the Norfolk and Western as 
the envy of railroad men and “ the outstanding investment amcng railroad common stocks.”’} 
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Lester (R. A.). Adjustments to Labor Shortages. Management practices and 
institutional controls in an area of expanding employment. Princeton, New Jersey; 
Industrial Relations Section, Princeton University, 1955. 9”. Pp. 89. $2.00. 


[This is the third and last of a series of studies of the labour market in Trenton, New Jersey. It 
is based on intensive interviews with employers, union officials and Employment Service staff. Its 
subject is the impact on firms’ labour-hiring policies of the expansion of employment in the area 
brought about in the last few years by the setting-up of a number of new plants. The establishment 
of new plants made labour recruitment more difficult for the existing firms, many of whom had to 
lower their quality standards for new employees. In no case, however, did labour recruitment 
difficulties lead firms to alter their basic methods of production. Losses of existing employees to 
the expanding firms are found not to have presented too serious a difficulty to the others, for several 
reasons. Seniority premiums and other ties in general discouraged long-service employees from 
leaving, and most of the expanding firms adhered to an agreed anti-pirating code which had the 
effect of preventing a drain of labour from being concentrated unduly on particular undertakings, 
In addition, the two firms that were expanding most rapidly recruited a large proportion of their 
labour from outside the area.] 


MorcGEnsTERN (O.). The Validity of International Gold Movement Statistics. Special 
Papers in International Economics, No. 2. Princeton, New Jersey: International Finance 
Section, Princeton University, 1955. 9’. Pp. 42. 


[Most of this paper is occupied with a painstaking analysis of the reliability of statistics relatin 
to gold movements by means of a simple technique developed by C. F. Ferraris in 1885. This 
technique consists of comparing country A’s oll exports to country B according to A’s export 
statistics and B’s import statistics, and conversely for movements of gold in the opposite direction. 
The result of this comparison is to suggest that the figures are too unreliable for use except for very 
broad and long-range purposes. Professor Morgenstern also discusses briefly the main reasons that 
may have caused the statistics to be so unsatisfactory. ] 


Morton (W.A.). Housing Taxation. Madison, Wisconsin: University of Wisconsin 
Press, 1955. 9’. Pp. 262. $4.75. 


[To be reviewed.] 


PETERSEN (W.). Planned Migration. The social determinants of the Dutch—Canadian 
movement. University of California Publications in Sociology and Social Institutions, 
Volume 2. Berkeley and Los Angeles: University of California Press (London: Cam- 
bridge University Press), 1955. 93”. Pp. 273. $3.50. 


[This is a study of migration from Holland to Canada since the war. This migration has been 
much influenced in extent and character by conscious policy in the two countries concerned. The 
author is chiefly interested in the effects of currently held social views on the formation of policy 
and hence on events. His findings are very unfavourable. ‘‘ Planned migration. . . has ordinarily 
meant the institutionalisation of irrational sentiments behind a fagade of scientific terminology.” 
There are serious doubts whether emigration is capable of solving the problems created by Holland’s 
unusually high rate of natural increase, but the development of more fundamental solutions has 
been inhibited by various more or less irrational resistances. Irrationality has also been present 
on the Canadian side, notably in the preference given to agricultural immigrants at a time when 
the relative and even the absolute importance of agriculture as a source of employment is 
diminishing. ] 

Puetps (C. W.). Using Instalment Credit. Studies in Consumer Credit, No. 4. 
Baltimore, Maryland: Commercial Credit Company, 1955. 93’. Pp. 80. 


[This is addressed to “‘ senior high school students and the general reader.” Its purpose is to 
assist the consumer to make intelligent use of the instalment credit facilities made available to him 
by such firms as the Commercial Credit Company, which sponsors the publication.] 


Rosinson (L. R.). Operating Results of Limited Price Variety Chains in 1954. 
Boston, Mass.: Harvard University Graduate School of Business Administration (London: 
Bailey Bros. & Swinfen), 1955. 11”. Pp. 38. 16s. 


[This is the twenty-fourth annual report in its series. Sales of the chains furnishing data were 
slightly higher in 1954 than in 1953, despite the recession. Profit margins, however, were reduced, 
and the rate of stock turn was comparatively slow.] 


SamugEtson (P. A.), BisHop (R. L.) and Coreman (J. R.). (Eds.). Readings in 
Economics. New second edition. New York and London: McGraw Hill, 1955. 9”. 
Pp. 488. 34s. 

[This is designed for courses in elementary economics in American universities, to supplement 
whatever general text-book is used to provide the backbone of the course. It contains — 
passages, mostly abridged somewhat from their original form, with brief introductory remarks by 
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the editors to help place each extract in its context. The passages come partly from the writings of 
economists of varying dates, and partly from modern business leaders, government publications, 


newspapers, etc.] 


ScHELLING (T.C.). International Cost-sharing Agreements. Essays in International 
Finance, No. 24. Princeton, New Jersey: International Finance Section, Princeton 
University, 1955. 9”. Pp. 25. 


[The subject of this pamphlet is the criteria that have been and may be used for allocating 
between the participating countries the cost of joint undertakings like U.N.R.R.A. and N.A.T.O. 
In particular, the author is concerned with the attempts that have been made to apply principles 
of progression similar to those used in most income-tax systems. His conclusion is that it is 
scarcely possible to establish logical criteria that are both simple (as they have to be for political 
reasons) and universally applicable. But the substitution of “‘ relevant considerations ’’ for strict 
criteria makes it possible as a rule to arrive at acceptable results, and the statement and weighing of 
these considerations ‘‘ are not necessarily ineffectual just because the final outcome is a negotiated 
compromise.’ ] 


Sprcet (H. W.). Current Economic Problems. Revised edition. Homewood, 
Illinois: Richard D. Irwin, 1955. 9’. Pp. 682. $6.00. 


[The first edition of this book was published in 1949. The author’s purpose is to provide a 
reasonably thorough and rigorous survey of the leading economic problems of the day, grouped 
under the four headings of progress, security, freedom and peace. The unusually full and up-to- 
date bibliographies at the end of each chapter are a useful feature. ] 


Taytor (O.H.). Economics and Liberalism. Collected Papers. Harvard Economic 
Studies. Vol. XCVI. Cambridge, Mass.: Harvard University Press (London: Geoffrey 
Cumberlege), 1955. 83”. Pp. 321. 40s. 


[To be reviewed. ] 


A Trade Union Library, 1955. Prepared by M. Horowitz and H. C. Benjamin. 
Sixth Edition. Princeton, New Jersey: Industrial Relations Section, Princeton University, 
1955. 9’. Pp. 58. 


[This is a classified and annotated list of the books which might be taken to comprise a ‘‘ balanced 
working library ”’ for a trade union.] 


TroxeL (E.). Economics of Transport. New York: Rinehart, 1955. 94”. Pp. 
837. $7.00. 


[To be reviewed.] 


VatTer (H. G.). Small Enterprise and oe A study of the butter, flour, 
automobile and glass container industries. Corvallis, Oregon: Oregon State College, 
1955. 103”. Pp. 116. $1.00. 


[The subject of this monograph, which is a condensation of a doctoral dissertation, is the position 

small firms in industries dominated by large oligopolistic concerns. Much interesting material 
is presented, which is not easily summarised. The author discusses the chief functions exercised 

small firms in such industries and the factors that help them to survive. One of his chief theses 
is that small firms are generally a source of potential disturbance to the competitive status quo, 
because they are trying to expand their share of the market. The oligopolistic firms, at least in 
industries that have passed the earlier stages of development, are by contrast more concerned with 
maintaining their share of sales.] 


Wa ticu (H. C.). Mainsprings of the German Revival. Yale Studies in Economics, 
No.5. New Haven, Connecticut: Yale University Press (London: Geoffrey Cumberlege), 
1956. 9”. Pp. 401. 36s. 


[To be reviewed.] 


WHEELER (R. G.) and Back (J. D.). Planning for Successful Dairying in New Eng- 
land. Cambridge, Mass.: Harvard University Press (London: Geoffrey Cumberlege), 
1955. 93”. Pp. 321. 40s. 


[This book is based on information made available by 241 dairy farmers in New England. It 
contains a detailed analysis of ways in which farming practice may be improved, illustrated by 
extensive reference to the situation in specific individual farms. Brief treatment is also given to the 
more general problems of New England dairying in its context in the national economy.] 
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WicksTEED (P. H.). ‘The Alphabet of Economic Science. Reprints of Economic 
Classics. New York: Kelley & Millman, 1955. 7”. Pp. 142. $4.50. 


[This introduction to mathematical economics for the non-mathematician was originally 
published in 1888. In addition to its considerable expositional me-its, the book is notable as being 
the first place in which the term “‘ marginal utility ” was used.] 


WituraMs (J. D.). The Compleat Strategyst. Being a primer on the theory of games 
of strategy. A RAND Corporation research study, New York and London: McGraw 
Hill, 1954. 93”. Pp. xii + 234. 38s. 


[This book is the first genuinely elementary introduction to von Neumann’s theory of games, 
It uses no algebraic symbols whatever: instead of simultaneous equations and inequalities, simple 
arithmetical devices and graphical methods are used to yield solutions of the many examples of 
zero-sum two-person games, which are taken from a wide variety of situations. Mr. Williams’ 
ingenuity in avoiding algebra has enabled him to expound very clearly the logic of the theory'so that 
it can be understood by a reader whose mathematics is limited to addition, subtraction, multiplica- 
tion and division. But his treatment is never superficial: no difficulties are slurred over, and 
experts will delight in references to such sophisticated matters as games with ordinal utilities, the 
Brown-Robinson method of approximation, the symmetrisation of a game, the relation of Games 
Theory to that of linear programming. The occasional flippancy of the style, and the consistent 
facetiousness of the illustrations (which include an admirable picture of a ‘‘ saddle-point ”) may 
not be to the taste of all readers. But the book as a whole is a masterpiece of popularisation of a 
novel and widely applicable way of reasoning.] 


French 


AKERMAN (J.). Structures et Cycles Economiques. Vol. I. Translated from the 
Swedish by B. Marchal and G. Augot. Paris: Presses Universitaires de France, 1955. 9”, 
Pp. 234. 1,200 frs. 


This is a translation into French of Part II of Professor Akerman’s Ekonomisk Teori, published 
in 1944. The original Swedish edition was reviewed by Professor Brinley Thomas in the Economic 
JouRnaL, September 1946, p. 455.] 


Bourtez-Grecc (F.). Les Classes Sociales aux Etats-Unis. Paris: Armand Colin, 
1954. 93”. Pp. 234. 


[This valuable study considers the United States historically and then analyses the present 
social structure, using mainly economic criteria but also making use of the other indicators common 
in American sociology. It is refreshingly free from jargon and abounds in erudition.] 


Daupuin-MEunieER (L.). La Cité de Londres et les Grands Marchés Internationaux. 
Paris: Nouvelles Editions Latines, 1954. 9”. Pp. 358 


[This study considers the historical development of the City, its reaction to the War, its present 
structure and the implications of its changes for France. The emphasis is on the pragmatic approach 
of those in charge of British institutions and the merits of this in a rapidly changing world. The 
pragmatic approach tends to be identified with free competition.] 


DreTERten (P.). Quelques Enseignements de l’Evolution Monétaire Frangaise de 
1948 4 1952. Paris: Armand Colin, 1954. 94”. Pp. 230. 750 fr. 


[M. Dieterlen is concerned to give a theoretical analysis of monetary problems and to set within 
this the observable data of French policy in the period 1948-52. The book contains commentaries 
on M. Dieterlen’s theses by five other writers.] 


JEANNENEY (J.M.). Les Commerces de Détail en Europe Occidentale. Paris: Armand 
Colin, 1954. 94”. Pp. 71. 300 fr. 


[This well-documented study analyses the reason for the low productivity of retailing in Western 
Europe and suggests that prosperity is itself 2 means of raising productivity in contrast to the possible 
elimination of small shops as a means of increasing productivity by driving their owners into more 
productive occupations. It also emphasises the importance of numerous shops in the satisfaction 
of consumers’ wants.] 


Macaup (C.). L’Economie Mondiale et la Nation. Paris: Société d’Edition 
d’Enseignement Superieur, 1954. 10”. Pp. 334. 1300 fr. 


{In an ambitious work, M. Magaud combines international-trade theory (in particular the 
international-trade multiplier) with location theory in an attempt to describe and analyse th 
transmission of economic structures. These structures are related to the importance of certain 
centres where decisions are taken; the rise and fall of these centres is related to changing factor 
endowments. } 
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Mitteron (J.). Etude sur l’Economie Espagnole. Rabat: Société d’Etudes 
fconomiques, Sociales et Statistiques du Maroc, 1955. 9”. Pp. 185. 


[This is a comparatively short and factual study of the Spanish economy dealing with its main 
sectors; among them agriculture, industry, transport and communications. As such it offers a 
preliminary treatment of some salient features of an economy, further study of which would be of 
great interest. ] 


Ner (J. U.). La Naissance de la Civilisation Industrielle et le Monde Contemporain. 
Paris: Armand Colin, 1954. 9”. Pp. 250. 680 fr. 


— book is based on the visiting lectures delivered by Professor Nef of Chicago at the Collége 
de France in the Spring of 1953. The problem which aes te it is that of the relationship between 
the “‘ quantitative aspect ” ofa civilisation based on mass production of goods, and the “‘ qualitative ” 
values of human life. In these may be included the expression of beauty in the domain of industry 
itself. In the context of the general relationship between “‘ quantitative ” civilisation and moral 
values, Professor Nef discusses the development of the industrial civilisation of modern Europe.] 


Perrot (M.). La Monnaie et l’Opinion a een France et en Angleterre 1924— 
1936. Paris: Armand Colin, 1955. 94”. Pp. 252. 800 fr. 


[This book consists of a selection of quotations from the a and journals in France and Britain, 
relating to major matters of monetary history in the period 1924-36. A limited amount of comment 
by the author surrounds the quotations. By the method adopted in this study, the author hopes to 
convey a sense of the public opinion of the times and the specific attitudes of bankers and industrial- 
ists. Of all these, it is easiest to express the views of the bankers as they were shown in speeches by 
chairmen of banks. For the others, it is perhaps questionable how much can be learned from a 
digest of the daily Press. In so far as they reflect differences in psychological approach between the 
two countries in matters in which psychology is of acute importance, the quotations serve a useful 

Furthermore, it is a sobering reflection to note how ill-informed was much of the near- 
unanimity of opinion which urged the return of Britain to the gold standard in 1925 and how 
strikingly it had altered in 1931.] 


Ponsarp (C.). Economie et Espace. Essai d’intégration du facteur spatial dans 
analyse économique. Paris: Sedes, 1955. 10”. Pp. 467. 


[To be reviewed.] 


Reynaup (P. L.). La Psychologie Economique. Paris: Marcel Riviére, 1954. 8}”. 
Pp. 260. 700 fr. 


[Psychology and economics are allied disciplines, and this book essays an historical survey of the 
development of both of them and the use of psychological assumptions in economic theory. The 
psychology seems synthetic, and the economic theory is too simplified to make the book more than 
an interesting study of a large and difficult field.] 


STAUB (H.). Le Profit des Grandes Entreprises Américaines. Paris: Armand Colin, 
1954. 93”. Pp. 150. 


— well-documented study relates American profit levels to size, capital structure, market 
itions, technical change and government contracts. It is of considerable interest and would 
be useful in translation.] 


Belgian 


CoprieTerRs (E.). English Bank Note Circulation 1694-1954. Louvain: Institute of 
Economic and Social Research; The Hague: Martinus Nijhoff, 1955. 9”. Pp. 171. 
125 fr. B. 


[This well-informed and well-documented monograph traces movements in the relative import- 
ance of bank-notes as means of transaction in this country compared with coin, bills of exchange 
and cheques. The period covered is from the foundation of the Bank of England until the present 
day. The author is particularly interested in the relationship between actual developments in this 
-— and the policy recommended by the writers of the day and adopted by Parliament. He 

s that many of the most important changes affecting the means of transaction have been 
entirely unforeseen and unrelated to conscious policy.] 


INTERNATIONAL Economic AssociaATION. Economic Progress. Papers and proceedings 
of a conference held in September 1953, edited by L. H. Dupriez with the assistance of 
bs Hague. Louvain: Institut de Recherches Economiques et Sociales, 1955. 9}. 

. 574. 43s. 


[This volume, issued in near-print from Professor Dupriez’s Institute in Louvain, reproduces 
the full text of the papers written for the Conference of the International Economic Association, 
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held at Santa Margherita in September 1953, on the subject of Economic Progress. The papers 
are all either in English or in French, and the French papers are accompanied by an English 
translation. The Conference found itself concerned with two slightly different issues: first, the 
factors determining the rate of material progress; second, the relation of material progress to 
economic welfare more broadly interpreted. Among the authors of papers primarily concerned 
with the measurement of economic progress, and its relation to such factors as investment, tech- 
nology, managerial capacity, are Professor Kuznets, Professor Fourastié, Professor Cairncross, 
Professor Domar, Professor Vakil, Professor Dahmen and Professor Sauvy. The historical and 
environmental setting is analysed in valuable papers by Professor Habakkuk, Professor Giersch, 
Professor Gerschenkron and Professor Rostow. The economic policies that may contribute to 
development are discussed by Professor Howard Ellis and M. Duquesne de la Vinelle. The more 
philosophic aspects of the meaning ——— are considered by Professor Guitton, Professor Gini 
and Professor Dalmulder. Finally, the underlying principles of a theory of development were 
discussed by Professor A. Marchal and by Professor Dupriez himself, who also contributes a general 
appraisal of the work of the Conference. A brief summary of the discussions is included.] 


German 


HeEnsen (H.). Die Finanzen der Sozialen Sicherung im Kreislauf der Wirtschaft. 
Kiel: Institut fiir Weltwirtschaft, 1955. 9”. Pp. 204. DM. 16 


[This is an exposition of the economic aspects of the German social-security system based on a 
social-accounting approach. It includes detailed statistics of money flows for the years 1950-53,] 


Kaute (O.). Die frachtkostenmassige Lage der schleswig-holsteinischen Land- und 
Ernahrungswirtschaft im tibergebietlichen Versand ihrer Produktionsiiberschiisse. Kiel: 
Institut fiir Weltwirtschaft, 1955. 9”. Pp. 131. DM. 12. 


[This study of agriculture in Schleswig-Holstein shows that despite the post-war increase in 
population this region is still a considerable supplier of foodstuffs to other parts of Germany. The 
study is in the form of a commentary on a set of tables showing the destination and sources of various 
agricultural products and the costs of transport from alternative sources. ] 


LeHBerT (B.). Entwicklungstendenzen in der westeuropdischen Energiewirtschaft. 
Kiel: Institut fiir Weltwirtschaft, 1955. 9’. Pp. 84. DM. 10. 


[This is a commentary on a hitherto unpublished set of statistics of the production and consump- 
tion of fuel and power (including petrol) in Western Europe as a whole br the period 1920-53,] 


Lutz (F. A.). Der Konsumentenkredit. Cologne and Berlin: Carl Heymanns, 1954. 
9”. Pp. 123. 

[In this first of a new series of studies dealing with marketing problems, Professor Lutz has 
given an attractive outline of the economics of consumer credits. The major forms of consumer 
credit are dealt with in the first part, with supporting statistics for the United States and Germany. 
The second and third parts deal respectively with economic and social consequences and end with 
certain recommendations for the legal control of such credit. Among these are the suggestions 
that all contracts should state the implied rate of interest charged per annum on the average out- 
standing balance; that all contracts may be unilaterally repudiated by the customer within three 
days; and that the central bank should have authority to lay down minimum deposit requirements 
and the maximum period of repayment in accordance with general credit policy.] 


Die Neuordnung der Eisen- und Stahl-Industrie im Gebiet der Bundesrepublik Deutsch- 
land. Ein Bericht der Stahltreuhandervereinigung. Munich and Berlin: C. H. Beck, 
1954. 12”. Pp. vi + 870 

This massive publication is a documentary account by the German Steel Trustee Association 
of the post-war reorganisation of the iron and steel industry under the supervision of the military 
government. About half of the volume consists of appendices reproducing the laws, exchanges of 
yoo en forms of permissible agreement and other material relevant to the reorganisation 
procedure. 


Swiss 


Sucuestow (M.). Die Unvollkommenheit des Geldmarktes. Winterthur: Keller, 
1955. 8”. Pp. 179. 


ether there exist market forces which determine the rate of interest, or at any rate determine 
it within a certain range, is a question which many economists have been re-examining in recent 
years. This thesis collates the opinions expressed on this subject by both English and continental 
writers. ] 
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Dutch 


MeavE (J. E.). The Theory of Customs Unions. Professor F. de Vries Lectures, 
Volume I. Amsterdam: North Holland Publishing Company, 1955. 73’. Pp. 121. 
15s. 


[To be reviewed. ] 
Swedish 


Historisk STATISTIK FOR SvERIGE. I. Befolkning. Stockholm: Statistiska Central- 
byran, 1955. 93”. Pp. 78. 

[This is the first of a series of half a dozen volumes that will cover the historical statistics of 
Sweden. The publication results from a recent decision to present only current data in the Swedish 
Statistical Abstract and to make the historical material available separately. In consequence it 
has been possible to give the historical statistics in much greater detail than could be done within 
the confines of the Statistical Abstract. The present volume presents in convenient form the 
population statistics, which are available from an earlier date and in more detail for Sweden than 
for almost any other country. Table headings and introduction are given in English as well as 
Swedish. The publication of this admirable piece of work—which may be compared with the 
well-known Historical Statistics of the United States—prompts the question how long we shall have 
to wait before we are provided with a similar compilation of historical statistics for Great Britain.] 


H66xK (E.). Salaried Employees and the Industrial Transformation. Stockholm: 
Industriens Utredningsinstitut, 1955. 84’. Pp. 15. 

{This is a summary in English of a book published in Swedish in 1953. Its purpose is to explain 
the rapid increase in the proportion of salary-earners to total occupied population in Sweden since 
1930. It is based on detailed particulars made available by a small sample of firms. The greater 
part of the increase is attributed to what the author calls ‘‘ the industrial transformation ”’—the 
changes in industrial organisation which have increased the importance of administration, intelli- 
gence work and salesmanship. ] 


Norwegian 


GERHARDSEN (G. M.). Fifty Years of Norwegian Fisheries, 1905-1955. Bergen 
Institute of Economics, Paper 1. Bergen: Norwegian School of Economics and Business 
Administration, 1955. 12”. Pp. 20. 


SvenpDsEN (A. S.). Changes in the Size of Ships in the Inter-War Period. Bergen 
Institute of Economics, Paper 2. Bergen: Norwegian School of Economics and Business 
Administration, 1955. 12”. Pp. 27. 


SvenpsEN (A. S.). A Note on Port Statistics. Bergen Institute of Economics, Paper 3. 
Bergen: Norwegian School of Economics and Business Administration, 1955. 12”. 
Pp. 12. 

[These are the first three of a new series of duplicated monographs in English published by the 
Institute of Economics in Bergen. Professor Gerhardsen’s is a general history of the Norwegian 
fishing industry and was previously published in a Norwegian newspaper. The second monograph 
in the series is based on analysis of statistics relating to the average size of ships during the period 
1920-38. This size isfound to have had an upward trend but to have fluctuated cyclically. Mr. 
Svendsen’s other monograph surveys world statistics on shipping entered and cleared at ports. 


Spanish 


Diaz-Lianos (R.). Sintesis de la Economia de Canarias. La Coruna: Editorial 
Litografia e Imprenta Roel, 1953. 10”. Pp. 460 of text and 360 of statistics. 


[A detailed gazeteer and commentary on the economic structure and potentialities of the 
Islands, profusely illustrated. ] 


Ceylonese 


CENTRAL BANK oF Ceyton. Annual Report of the Monetary Board to the Minister of 
Finance, for the year 1954. Colombo: Central Bank of Ceylon. 1955. 10”. Pp. 97. 


A useful source of statistical and other information relating to most aspects of the economy of 


ebony 
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Chinese 


Tanc (Hur-Sun). Land Reform in Free China. Taipei, Taiwan: Chinese-American 
Joint Commission on Rural Reconstruction, 1954. 10”. Pp. 336. 

[A detailed account of the reforms carried out by the Chinese Nationalist Government in 
Formosa. Some of these reforms had already been initiated on the mainland of China at the time 
when it passed under the control of the Communists. The programme, which is now largely 
completed, consisted of three stages: an all-round reduction in rents by one-quarter; the sale of 
public land; and the compulsory purchase of rented land from landlords and its sale to the culti- 
vators by means of instalments over ten years.] 


Fapanese 


Tue Sumitomo Bank. History of Sixty Years, 1895-1955. Osaka: The Sumitomo 
Bank, 1955. 10”. Pp. 35. 

[A brief illustrated history of one of the six leading banking institutions in Japan. The bank 
was founded in 1895, but it had its origins in a large family mining and commercial enterprise going 
back to the seventeenth century. ] 


Indonesian 


Bank InponEsIA. Report for the Year 1954-1955. Djakarta: Bank Indonesia, 1955, 
12”. ‘Pp: 208. 

[This report gives, in addition to the relevant information about recent trends in banking and 
in public finance in Indonesia, a great deal of valuable statistical information about the trends of 
agricultural and mining production, about wages and prices and about recent trends in foreign 
trade.] 


Official 


British 

Beuwrens (C. B. A.). Merchant Shipping and the Demands of War. History of the 
Second World War, United Kingdom Civil Series, edited by Sir Keith Hancock. London: 
H.M. Stationery Office and Longmans, 1955. 10”. Pp. xv + 494. 35s. 


[To be reviewed.] 


Murray (K. A. H.). Agriculture. History of the Second World War, United 
Kingdom Civil Series, edited by Sir Keith Hancock. London: H.M. Stationery Office 
and Longmans, 1956. 10”. Pp. xii + 422. 30s. 


[To be reviewed.] 


Scott (J. D.) and Hucues (R.). Administration of War Production. History of the 
Second World War, United Kingdom Civil Series, edited by Sir Keith Hancock. London: 
H.M. Stationery Office and Longmans, 1956. 10”. Pp. 544. 37s. 6d. 


[To be reviewed.] 


CANADIAN 

RESTRICTIVE TRADE Practices Commission, DEPARTMENT OF JusTICE, OTTAWA. Report 
Concerning an Alleged Combine in the Manufacture, Distribution and Sale of Asphalt and 
Tar a and Related Products in Canada. Ottawa: Department of Justice, 1955. 
93”. Pp. 282. 


RESTRICTIVE TRADE PRACTICES COMMISSION, DEPARTMENT OF JUSTICE, OTTAWA. Report 
Concerning a Manufacturer’s Advertising Plan alleged to constitute Resale Price Main- 
tenance in the Distribution and Sale of certain Household Appliances. Ottawa: Depart- 
ment of Justice, 1955. 94’. Pp. 93. 

[The first of these reports relates to the arrangements responsible for the establishment of a 
uniform price structure in the supply of asphalt roofings. The second illustrates some of the 
implications of the prohibition of resale price maintenance. In the case under review, the manu- 
facturer agreed to fe a proportion of retailers’ advertising costs on condition that the advertise- 


ments stated a price approved by the manufacturer. This is held to be an attempt to enforce 
resale prices.] 
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AMERICAN 
FEDERAL RESERVE SysTEM. Flow of Funds in the United States, 1939-1953. Washing- 
ton, D.C.: Board of Governors, Federal Reserve System, 1955. 10’. Pp. 390. 


[This publication makes a major addition to the available social-accounting data of the United 
States. ‘The material is organised into two groups of chapters. The first group deals with the 
monetary transactions of the ten major sectors that are distinguished, and sets forth sources of funds 
and use of funds for each of them. The second group of chapters recapitulates these data in terms 
of receipts and disbursements in each principal of transaction (including the various classes 
of purely financial transaction). Summary flow-of-funds accounts are also given. An introductory 
chapter surveys the general methods adopted, and the statistical tables in each of the subsequent 
chapters are preceded by full Fa of scope, sources, etc. Supplementary tables show the 
relationship between the flow-of-funds data and those appearing in other forms of social accounts. 
Sufficient evidence was not available to carry the work back before 1939.] 


CEYLONESE 

GOVERNMENT OF CEyLon. Six-Year Programme of Investment 1954/55 to 1959/60. 
Colombo: Planning Secretariat, Government of Ceylon, 1955. 94”. Pp. 510. 

[The Government of Ceylon’s six-year investment programme is interesting not only in 
relation to the future ye ae of the economy of Ceylon, but also in relation to the techniques 
of economic development. he greater part of the volume deals with particular plans for expansion 
of different sectors of the economy. Both the Prime Minister and the Minister of Finance emphasise 
in a foreword and introduction that this programme is designed as a framework for an economic de- 
velopment in which the private sector of the economy has an important role. The last forty pages 
set out the methods of analysis, the assumptions that have been made regarding such essential factors 
as the terms of trade, the determinants of output, the components of capital formation, the real 
sources of savings, dependence on foreign capital and the like.] 


INTERNATIONAL 
BANK FOR INTERNATIONAL SETTLEMENTS. ‘Twenty-fifth Annual Report. Basle: 
Bank for International Settlements, 1955. 12”. Pp. 207, and appendices. 


This year’s report follows the normal pattern. In addition to the usual chapters on prices, 
foreign trade, foreign-exchange markets, gold production and reserves, credit policies, and the 
European Payments Union, a special chapter is provided surveying the relation between financial 
policy and the growth of trade in each of the principal countries of Europe. The report also contains 
as an annex a paper by the Bank’s General Manager, Roger Auboin, on the Bank’s history during 
the first twenty-five years of its existence. This paper was first published as No. 22 in the series of 
“ Essays in International Finance ”’ issued by Princeton University.] 


INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT. Tenth Annual 
Report, 1954-1955. Washington, D.C.: International Bank for Reconstruction and 
Development, 1955. 11”. Pp. 39. Appendices, pp. 57. 

[This contains a retrospective chapter on the work of the Bank in the nine years of its life, as well 
as a more detailed description of its activities during the past year. Off its total loans of more than 
$2,300 million, the distribution between continents has been as follows: Europe, $929 million; 
Latin America, $579 million; Asia, $275 million; Australia, $258 million; Africa, $232 million.] 


INTERNATIONAL LABouR OrrFicE. Unemployment Insurance Schemes. Geneva: 
International Labour Office, 1955. 93”. Pp. 254. 9s. 

[A comparative survey of schemes in force in different countries. Aspects dealt with include 
scope of unemployment insurance, eligibility for benefits, methods of financing and administrative 
organisation. ‘The book is chiefly one for reference, but issues of principle are briefly discussed as 
they arise. ] 


INTERNATIONAL MONETARY Funp. Summary Proceedings of the Tenth Annual Meet- 
ing of the Board of Governors, September 1955. Washington, D.C.: International 
Monetary Fund, 1955. 9”. Pp. 116. 

[The 1955 meeting of the Bank’s Board of Governors was held in Istanbul. In presenting the 
annual report, Mr. Ivar Rooth reviews the ways in which general economic progress since the end 
of the War has facilitated the resumption of more normal international monetary arrangements. ] 

INTERNATIONAL Tin Stupy Group. Tin 1954. A review of the world tin industry. 
The Hague: International Tin Study Group, 1955. 8”. Pp. 51. 7s. 6d. 

[A factual survey of production, consumption, trade and prices of tin during 1954, illustrated 
with numerous charts and maps.] 


International Trade 1954. Geneva: GATT, 1955. 93”. Pp. 169. $1.50. 


[This is very much more than a mere report of the progress of GATT itself during 1954. It 
starts with a very useful study of the general trends of world trade and world production, and 
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rovides tables showing, for example, the development over the past five years of trade in manu- 
| tanene and primary products, of trade between industrial and primary producing areas, and the 
trade flowing in sheltered as distinct from normally competitive channels. It is perhaps symptomatic 
of the rapid oscillation of world conditions that one section is headed ‘‘ The Reduced Significance 
of Western Europe’s Dollar Problems.” For anyone concerned with the changing structure of 
world trade and the growing discrepancies between the expansion of primary production and 
industrial production, this is an invaluable source of information. It also, as its special obligation, 
records the recent changes in the barriers and controls in international trade. During 1954 there 
were signs, inter alia, of customs duties being raised as quantitative restrictions were removed. It 
remains extraordinarily difficult from a reading even of the extensive detail of this report to judge 
whether progress exceeded retrogression during the year. One wishes that the ingenuity of 
statisticians could solve satisfactorily the problems of measuring the obstacles to trade and the 
changes resulting from the progress of negotiations and the whittling away of specific duties by 
inflation.] 


Unrrep Nations EDUCATIONAL, SCIENTIFIC AND CULTURAL ORGANISATION. The 
Positive Contribution by Immigrants. A symposium prepared for Unesco by the Inter- 
national Sociological Association and the International Economic Association. Paris: 
Unesco, 1955. 84”. Pp. 202. 12s. 6d. 


[This contains five papers by different authors on the “‘ positive contribution ’’ made by im- 
migrants to the social and cultural life of the United States, the United Kingdom, Australia, Brazil 
and Argentina. The economic effects of immigration are only briefly treated in these papers, and 
this aspect is discussed in a separate paper by Professor Brinley Thomas. The assessment of 
** positive contribution’ was evidently not an easy assignment and at some points the treatment 
tends to lapse into recital of the achievement of individual distinguished immigrants. None the 
less, much interesting and valuable material is included. The findings are skilfully brought to- 
gether in a concluding paper by the general rapporteur, Professor Oscar Handlin.] 


‘ ’ 


Unirep Nations EDUCATIONAL, SCIENTIFIC AND CULTURAL ORGANISATION. The 
University Teaching of Social Sciences: Economics. A report prepared by C. W. Guille- 
baud on behalf of the International Economic Association. Paris: Unesco, 1954. 84”. 
Pp. 300. 11s. 6d. 


[The International Economic Association was asked by Unesco to contribute to a general 
study that was being made of the methods of teaching at the university level in the different social 
sciences. A small conference was held at Talloires under the chairmanship of Mr. C. W. Guillebaud, 
and a number of experienced teachers in different countries were invited to contribute reports on 
course, syllabuses and methods of teaching in their respective countries. Mr. Guillebaud himself 
writes about the teaching of economics in the United Kingdom; Professor Horace Taylor for the 
United States; Professor Emile James for France; Professor Palander for Sweden; Professor 
Vakil for India. Other countries covered include Belgium, Egypt, Germany, Italy, Mexico and 
Yugoslavia. There is a special section on the teaching of econometrics by Professor Tintner. Mr. 
Guillebaud, besides his study of the United Kingdom, has contributed a general survey, based on 
the very interesting discussions of the papers which took place at the conference and in which a 
number of others besides the authors took part. It would not be easy to summarise the wide range 
of issues discussed. It was very clear from an early stage that teaching methods depended not only 
on traditions but also on the character of the university institutions in which they took place, with 
the State universities of the continent at one extreme and the collegiate system of some British 
universities at the other. There was wide difference also as to the emphasis on undergraduate and 
post-graduate studies respectively. But inevitably the central part of the discussion was concerned 
with the extent to which economics should or should not be a self-sufficient discipline of its own, or 
should or should not be attached to a general training in the broad principles of administration, 
looked at from all angles, such as is represented by the ideal of the Faculté de Droit. Professor 
James’ frank discussion of the development of ideas relating to this in the universities of France is 
especially interesting. ‘This book, which is at the same time a valuable work of reference regarding 
actual courses in different universities, is obtainable on special terms by Fellows of the Royal 
Economic Society at a price of 7s. on application (enclosing a remittance for that amount) to the 
Secretary, The Marshall Library, Downing Street, Cambridge. ] 


Unitep Nations Foop AND AGRICULTURE ORGANISATION. Uses of Agricultural 
Surpluses to Finance Economic Development in Under-developed Countries. Commodity 
Policy Studies, No.6. Rome: F.A.O., 1955. 114”. Pp. 65. 5s. 


[This report is based on an inquiry carried out under the leadership of Dr. Mordecai Ezekiel. 
It is in two parts. The first part discusses the general economic principles involved in various types 
of schemes under which agricultural surpluses are used to make possible development projects by 
meeting part or all of the extra effective demand created by them. The second part applies these 
principles to certain concrete proposals for development projects in India, chosen as a case study. 
The report is lucid and well arranged, and it has interest not only on its own account but also as an 
example of how general principles may usefully be applied in the assessment of particular proposals.] 
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A FIRST APPROACH TO ECONOMICS 
By E. Victor Morgan, Professor of Economics, University College, Swansea 


This work is for first-year students of economics in universities and all who are beginning a serious 
study of economics. It is based on a course which the author has been giving his first-year 
students and which is designed to take them to the point where they can enter the honours school. 


20s. net 


ECONOMICS OF THE INDUSTRIAL ORGANIZATION 


By A. Beacham, M.A., Ph.D., Professor of Economics and Political Science, 
University College of Wales, Aberystwyth 


This is a new up-to-date third edition of this authoritative book which is designed to supplement 
the general economics textbook. The chapter dealing with the structure of British industry has 
been completely rewritten and the text has been revised wherever possible to take into account 
the more important changes which have taken place since the last edition was published. 


16s. net 
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UNIVERSITY OF LONDON Grants for Research 





Apr LICATIONS are invited from members* of the University and teachers in School 
of the University for grants from the Central Research Fund to assist specific projects of 
research and for the provision of special materials and apparatus. Grants are not 
made for normal maintenance. Applications must be received not later than 31 March, 
g1 August or 30 November. Forms of application and further particulars may be 
obtained from the Secretary to the Central Research Funds Committee, University of 
London, Senate House, London, W.C.1. 

* Members of the University are defined by Statute as the Chancellor, the members for the time being of the Court 


and of the Senate respectively, the Professors and Readers and other Teachers of the University during their tenure of 
office, the graduates and the students. 








PUBLICATIONS OF THE ROYAL ECONOMIC SOCIETY 


Price to Members. Published Price 


£s. d £3. d. 
Henry Hicos: Life and Work of Cantillon . ° r . d " ° (now out of print) 
J. Bonar: A Catalogue of the Library of Adam Smith . ‘ . " ‘ 12 6 110 
Atyrep MARSHALL: Official papers ° ° ° ° ° ° . ° 26 10 6 
T. R. Ma.ruus: First Essays on Population (1798) ° ° ° ° ° (now out of print) 
The Letters of David Hume. Edited by J. Y. T. Grizc (2 vols. ‘ . 396 210 0 
The Works of Ricardo. Vols.ItoX . " ” . e - each vol. 16 o 140 
vol. I 100 110 0 
Jeremy Bentham’s Economic Writings ° . ° P ‘ { -~ 2. 200 
o 110 0 200 
Lzon Watras: Elements of Pure Economics . e ° ° © ° ° 1 8 o ae 
University Teaching of the Social Sciences: Economics ‘ é " . 70 _ 
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ROYAL STATISTICAL SOCIETY 


The Journal of the Royal Statistical Society is published in two series: Series A (Genera), four times a year 
155. each part, annual subscription £3 1s. post free; Serres B (METHODOLOGICAL), two issues a year, 225. 6d, 
each part, annual subscription 45s. 6d. post free. 


Volume 118 CONTENTS Part 4, 1955 
A Unified Derivation of Some Well-known earned ereamounes of arene = Biometry 
and Statistics (with Discussion) . ‘ . J. O. Inwm~ 
Colliery Statistics ° ° ° ° ° ° . F. D. K. Lippe. 
An Analysis of 162,332 Lottery Numbers . Joun H. West 
oe mee Assessment of the Need for Clinical ‘Services: Report of a Working Group 
ational Income and Related Statistics . . R E. G. Uttinc 
je and Vital Statistics . E. GREBENIK 


International Statistical Institute, 2oth Session, Rio de laneiro, Brazil, 19 
a xt of the Council and Proceedings of the e Hundred Ae Twenty-First Annual 


Gene: 
Obituary: Philip Lyle; Stanley Jevons; George Findlay Shirras 
Reviews of Books, Statistical and Current Notes, Additions to Library, Periodical Returns 
For particulars of Fellowship apply to: 
Royal Statistical Society, 21 Bentinck Street, London, W.1. 








THE REVIEW OF ECONOMIC STUDIES 





VOLUME XXIII (2), NO. 6x FEBRUARY, 1956 
Alternative Theories of Distribution . : é ° = ‘ r : N. Katpor 
The Production Function and the Theory of Capital . ‘ é R. Sotow 
Technology and the Price S in G 1 Equilibrium Syetems é ‘ V. ZaRNow!Tz 
Some Monetary Aspects of Multiplier “eee and Fiscal — ‘ . ‘ . LS. River 
A Note on Definitions of Related Goods é ‘ M. MorisHima 
Pearce Monopoly and Socialism ‘ : ° ‘ . “ ‘ . K. Lancaster 
Pearce’s General Equilibrium Model . ‘ 5 ‘ ; ; ; ‘ . ‘ A. Ozca 
A Reply : . A . . : A ; . . . I. PEARCE 
Oligopoly and its Problems " é . . ° ° ° ° i ° . J. N. Worre 


Annual Subscription 21s. 
Communications to the Secretary of The Review of Economic Studies, 4 Trumpington Street, Cambridge. 








OXFORD ECONOMIC PAPERS 











New Series 

Volume 7 October 1955 Number 3 
Excess Capacity and I rfect C titi: ‘ . F. H. Hann 
Import Prices and Inflation: The Experience of the United Kingdom, 1950-52 . G. W. Maynarp 
Two Comments on the Articles by Mrs. Paul and Professor Hicks . . Pauw STREETEN 
Price-Level Stability at Fall Employ t: R t Ameri Eaperience . ‘ ‘4 JoserH AscHEm 
Investment and Location in the Steel Industry—Corby ° ‘ : ‘ " . G.R. Denton 
Some Thoughts on Marzism, S ity, and G ° ° ° . E . Ronatp L. Meek 
a of New Entry and the Theory of Price ° - H.F. Lypary 

Gross Margins and Efficiency Measurement in Retail Trade é MAROARET Haut and Joun Knapp 
Retailing Costs: A Reply . . ° ° -  &. Potzarp and J. D. Hucues 


Oxford Economic Papers became a periodical in in 1949, and i is now > published three times @ year. The pre-paid subscription 
price ts 255., post free, and the priee of a single copy 125. net. 
OXFORD UNIVERSITY PRESS, Amen House, Warwick Square, London, E.C.4 














ECONOMICA 








Published Quarterly 

36th Year : New Series, Vol. XXIII, No. 89 February, 1956 
Industrial Growth and Industrial Revolutions g ; . : ; - ‘ ‘ D. C. Coreman 
Marshall’s Demand Curve ° ‘ . . R » > ‘ R. F. G. Atrorp 
Robert Torrens—x760-1864 . ‘ a . ‘ . ° . ‘ - S.A. Meenar 
E d and | ,U. K. 1952-53 ° ° ° ° ‘ $ ‘ E. C. Ruopes 
The Parchasing-Power of British Exports—A Rejoinder J $ . 7 Z R. Marrs 
Trade and State Action in an “ Underdeveloped ” E y 5 ° : é - Sm Sypney Cama 
Book Reviews 

Books Received 


Annual Subscription {1 18. od. per annum, free. Copies can be obtained from any bookseller or from the Publication Department 
of the London School of Economics, fi mmc h gabon London, W.C.2. 





























eBERRozR & 


a 











POPULATION STUDIES 
A JOURNAL OF DEMOGRAPHY 
Edited by D. V. Grass and E. GREBENIK 


VOLUME IX, NO. 3 MARCH, 1956 
Trends and - ulation Policy in Ceylon . ° ° ° . N. K. Sarxer 
ee rends in West Bengal during 1901- 1950 ° ‘ ‘ e A. Gros 


The Demography of Chile O. CaBELLO 
A Critique of the Glass-Grebenik Model for Indirectly Estimating Desired Family Size 

RosBert sg Lg Jr. 
Some Remarks on Coverage Checks in Population Censuses. ° ° S. ZaRKovIC 
Book Reviews. List of Books and Publications Received 


Subscription oa toa volume of 3 parts 35s. net, post free (or American currency $5.75). 
le parts 15s. each plus postage (American $2.50 post free). 


Published by the Population Investigation Committee, at the London School of 
Economics and Political Science, 15 Houghton Street, London, W.C.2 








Scottish Journal of Political Economy 





The J 1 of the S ish E ic Society. 
VOLUME Ill FEBRUARY, 1956 NUMBER 1 
Marshall on Economic Growth . . . a ‘ ‘ ‘ A. J. Youncson 
Electricity in the North of Scotland . D.L. Munsy 
The Construction Costs and the Value iad the British Merchant Fleet, 1850-1938 . K. Maywatp 
Retail Distribution in Scotland > W. R. MATHESON 
Current Topics 
Recent Economic Trends: 
Fertility Changes in S ish Cities and Counties . ‘ ‘ P ° C. E. V. Leser 





Scottish Journal of Political Economy is published in February, June and October, and is free to members 
of the Scottish Economic Society. Applications for membership should be made to the Treasurer, Scottish 
Economic Society, 142 St. Vincent Street, Glasgow, C.2, enclosing the annual subscription of one guinea. The 
Journal may also be obtained by non-members of the Society by ordering through any bookseller or direct from 
the publisher, Oliver & Boyd, Tweeddale Court, Edinburgh, price tos. per single copy. 














EUGENICS REVIEW 


VOL. 47, NUMBER 4 JANUARY, 1956 


Notes of the Quarter 


Population and Agricultural Resources; Population Pressure in Egypt; World Resources; A Marked Postwar 
line in Italian Fertility; Family Size in America; Nobel Prize-winners for Natural Science; The Tokyo 
Conference; The Council; Our Contributors; Obituaries: Lord Horder, Mrs. Neville-Rolfe. 


Problem Families in Southampton . ° . . H.C. Maurice WiLiiams 
Family Planning and Eugenic Movements in the Mid-Twentieth Some “ : ‘ C. P. BLACKER 


Relationship Between the Intelligence of Technical College Students and Size of Family 
F. W. Wannunten and E. C, VENABLES 


Unchecked Populations: Some Comparisons of Rapid Growth . ° ° ° J. G. C. Backer 
The Eugenics Society, 69 Eccleston Square, lasitiens S.W.I 








OCCUPATIONAL PSYCHOLOGY 


Editor: Alec Rodger 
JANUARY, 1956 VOLUME 30, No. 1 
The Evaluation of Methods in Applied Psychology and the Problem of Criteria Jorn C. FLANAGAN 


Occupational Profiles on the 16 Personality Factor Questia 
. B. Catrett, M. Day and T. MeeLanp 


Combining Criteria of Occupational Success. ‘ . m . mn W. Siucxin 
The Selection of Medical Students: A Review of the iene. . ‘ : R. C. Das 
The Psychologist and Society . > 7 Z ; . . P . Avec Ropcer 
Book Reviews 


Annual Subscription 30 shillings 
National Institute of Industrial Psychology, 14 Welbeck Street, London, W.1. 











ili 








—. 


INTERNATIONAL ECONOMIC PAPERS 


Translations prepare for the International Economic Association 








No. 5 

Fifty Years of Italian Economic Thought : 1896-1946. Reminiscences. ‘ . ‘i Luioi Einaup 
Cinquant’anni di vita intellettuale Italiana, 1950 

Some Phenomena of E ic Dy i F ‘ ° ® ‘ ° ° ‘ MaArFrFEO PANTALEon! 
Scritti varii di economia, 1910 

Mathematical Economics . P ; ; ‘ ° ‘ ‘ " ‘ . ViLrrepo Pareto 
Encyclopédie des Sciences Mathématiques, 1gtI 

Dumping and Price Discrimination . ° ° is i ‘ ’ ‘ ° .  PAsQuace JANNAccong 
Riforma Sociale, 1914 

Related Costs in the E ics of T: port . ‘ . ‘ ‘ 4 : ‘ ‘ Enrico Barong 
Giornale degli Economisti, 1921 

The Swedish Discussion on the Aims of Monetary Policy . ° . ‘ ‘ " Dac HamMarsxjoip 
Studier i Ekonomi och Historia, 1944 

The Meaning and Use of Liquidity Curves in Keynesian Interest Theory . ; ‘ F Boryje Kracu 
Prisbildningen pa Kreditmarknaden, 1951 

The Effects of Devaluation on the Terms of Trade . ‘ ‘ . ‘ ‘ ‘ Kurt Roruscuitp 
Weltwirtschaftliches Archiv, 1954 

National Income Accounts as a Means of Currency Analysis . é Jan TinBERGEN and D. B. J. Scnouren 
Wirtschaftsdienst, 1954 

Who Forecasts Best ? ° . ° ‘ ° P - ‘ . ' ; . ° ° H. Tue 
De Economist, 1954 

London 1955 New York 
MACMILLAN & CO. LTD. THE MACMILLAN COMPANY 








PUBLIC FINANCE/FINANCE PUBLIQUES 


International quarterly journal devoted to the 
study of fiscal policy and related problems. 
Publisher ar“ Editor in Chief, Dr. J. A. Monop pe Fromevit_e, Emmalaan 2, Haarlem, Netherlands 





Volume X, 1955 No. 3/4 

The Integration « the Public to Nati 1 Accounting. Proceedings of the International Congress of 
the Thternational Institute for ANible Finance, held in Paris from 19 to 21 September, 1955 

Volume XI, 1956 No, 1 

Zur Methodik und Praxis des Internationalen Vergleichs der Steuerbelastungen 


HevmvutH Beckenporrr, Cologne 
The Extent and Pattern of the Expenditures of the Argentine National Government 





e Ernest F. Patterson, Alabama, U.S.A. 
The Beitioh Taxes on Excess Profits P D. I. Trotman-Dicxenson, Edinburgh, U.K. 
. Fiscal and P: ion oi Privace Investments i in Greece ° . Sryz1anos Povtopou os, Paris 
? tees versus Indirect Taxes: — venaeaenens ° ‘ ‘ . | Ricuarp Goong, Washington, D.C. 
Taxation and Economics . i ‘ ° ~ Daviw WaLKER, Manchester, U.K. 

Book Review 


Contributions in French or German are followed by an English summary. 
Subscription Price £2 14s wri 
All information needed and complimentary copies will | be supplied by our representative: 
EMGEE FOREIGN PUBLICATIONS, 44 Chandos Place, London, W.C.2. 








KYKLOS 


International Review for Social Sciences 
Vol. IX, 1956, Fasc. 1 














‘. ARTICLES: 
Towards a Theory of Implanted Devel t in Underdeveloped Countries. . ‘ A. Bonné 
Schum: ©’s Constructed Type—the Enterpreneur ; < : . Epwarp A. Caaun 
lungslinien der modernen ékonomischen Theorie ; : é 3 — Pater 
> The Limitations of Social Sciences ‘ ° é ‘ W. Zayjouc 
‘ Revue de la Confé internationale ¢ du erédit a ‘ ‘ ‘ jacques A. L’Hurume 
G. D. H. Cole taber soziale Klassen und Eliten . ; : ° ° Leopo.p v. Wiest 
DISCUSSIO 
The Free Economy and Economic - ‘2d . “ : ‘ ‘ ° é Vira SALERA 
Rejoinder to Mr. Salera’s Criticism . ‘ 5 = . - . . James Baster 
Book Reviews, Tities of New Books 
All articles are f dbya lish. 
Published a Annual ein et s. Bre .00 ($6.00). 
der from yo ur bookst blisher : 


KYKLOS-VERLAG POSTFACH 610, ‘BASEL 2, SWITZERLAND. 





iv 























AUD 


EON! 


RETO 


CONE 


RONE 


JOLD 


RAGH 


| 








THE AMERICAN ECONOMIC REVIEW 





VOLUME XLVI MARCH, 1956 
ARTICLES 
culture in the Nation’s Econom ‘. ‘ ‘ . . J. D. Brack 
Policies of « es Managed Companies : ‘ ° ° . J. S. Eartey 
Economies of Scale and ‘ ° . r ‘Tresor Scrrovsky 
Technological Change and Aggregate Demand ‘ x ‘ . " ‘ Rosert Ersner 
Unilateral Transfers and Terms of Trade ‘ . : : ° é ’ é M. C. Kemp 
Inflation-Caused Wealth Redistribution > ‘ 6 ‘ ‘ . . R.A. Kesser 
Value Theory for Economists (A Review ‘Article) . ° ‘ ° ° . F.H. Kyicnut 
COMMUNICATIONS 
General Equilibrium a of Excise Taxes: A Comment . : ‘ ‘ oy | JoHNSON 
More , the Multiplier ects of a Balanced Budget: seresamsians a A. H. Hansen 


Rep! B. 7 Baumot anp M. H. Peston 
Review ot Books, Titles of | New Books, Periodicals, Notes | 
Review, a quarterly, is the official publication of the American Economic 
m.. 5. and is sent to all members. The annual dues are six dollars. Address editorial communications 
to Dr. Bernard F. Haley, Editor, A ri ic Review, Stanford University, Room 220, Stanford, 
California; for information concerning other ies and activities of the Association, communicate with 
the Secretary-Treasurer, Dr. James Washington Bell, American Economic Association, Northwestern University, 
Evanston, Illinois. Send for information booklet. 




















ECONOMETRICA 


JOURNAL OF THE ECONOMETRIC SOCIETY 
Vol. 24, No. 1, January, 1956 


«Term Trends in Food Consumption . . ‘ I. Jurgen 

zion des Monopoles Publics astreints a Péquilibre budgétaire ° ‘a M. Borreux 

The The Relation in International Demand and the a of Trade ° Murray Kemp 
A Theory of Demand with Consumer’s Preferences Variable ° . Rosert L. BasMANNn 
Solutions of Saddle Value Problems by Differential Equations 5 : & " Tarrokxu Kose 
Preference, Choice and the Theory of Games a Tapas MajuMDAR 


Report of Inter-Society Committee on the Mathemaiical Training of Social Scientists 


S.S.R.C. Commrrree Report 
c.. hk ip 2 to wi, BZ, _™ 





Ss: $10.00 per year. 

Subscriptions to Econometrica and inquiries about the work of the Society and the procedure for app plying for 
membership, should be addressed to Richard Ruggles. Secretary, The Econometric Society, Box 1264, Yale University, 
New Haven, Connecticut. 








THE SOUTH AFRICAN JOURNAL OF ECONOMICS 


Editors: W. J. Busscuav, C. S. RicHarps (Afanaging Editor), H. M. Ropertson 
CONTENTS OF VOL. 23, NO. 4, DECEMBER 1955 





Central Banking in South Africa—A Study in Adaptation (Review Article) . Proressor C. S. RicHarps 
Some Aspects of Profit Reinvestment in the Union ° P. K. Lomas 
A Neglected Forerunner of Adam Smith—An Appraisal of the Place of Henry Martin’s s (?) Considerations - 
the East-India Trade (1701) in the History of Economic Thought . ° . ° f. ARKIN 
Some Notes on the Commercial ! Sector of the South African Economy . ° ‘ ‘ — * . Masin 
The Development of | i in the Union of South Africa . ° H. Spyrou 
peeatinetiee~ on Branch Activities—Official Pu blications—Tabulated ‘Official Union 


and Foreign Statistics—Recent Periodicals—New Books 


Orders for single copies (7s. 6d.) and subscriptions (£1 5s. per yearly period), may be placed through all leading 
booksellers and the Journal Office, Box 5316, Johannesburg. Overseas Agents: Staples Press Limited, Mandeville Place, 
London, W.1. 

Inquiries regarding advertisement tariffs to the Secretary, P.O. Box 5316, Johannesburg. 











The Quarterly Journal of the Canadian Political Science Association 
VOL. XXII, NO. I CONTENTS FEBRUARY, 1956 
The Implications of United States Policy for the Canadian Wheat ear . G. E. Brrrneci 
The Combines Investigation Act: Its Intent and Application . ‘ . L.A. Skeocn 
Combines Policy: : An omist’s Evaluation . ‘ STEFAN STYKOLT 
Ti and P: i : A Study in Roles and ‘Socialization . Kaspar D. NagceLe 
srouee Rent for Provincial Forest Land in Ontario . ° - Gerorce C. WiLkes 
National Accounts: Whither Now? . ° ° ° ‘S. A. ‘Goupsere and F. H. Leacy 
NOTES AND MEMORANDA 
Conservation and Capital Theory: ACommert. ‘ ‘ ‘i . Gorpon K. GounpREY 
enservation and ne ee ah er anens ‘ ‘ ° ° ‘a J. N. Wore 
servation and Capi ory: A Rejoinder e ° ‘ ° ° ° THONY ScoTT 
REVIEW ARTICLE Ps 
Schumpeter’s History of Economic Analysis and some related books . . > . V.W. BLapen 
Reviews of Books 
ANNUAL SUBSCRIPTION, $6.00 SINGLE COPIES, $1.50 
Subscriptions may be sent to THE UNIVERSITY OF TORONTO PRESS, TORONTO 5, CANADA 














Vv 





ECONOMIE APPLIQUEE 


Archives de V Institut de Science Economique Appliquée 








(The French J: 1 of E S ) 
Directeur; FRANcors Pannoun, 1.S.E.A., 35 Boulevard des Capucines, Paris 2° 
VOLUME VIII, NOS. 3-4 JUILLET-DECEMBRE, 1955 
SOMMAIRE 

Note sur le développement de la théorie de l’oligopole aprés vingt cing ans . s ‘ ° F.Z 

La théorie du monopole bilatéral et multilatéral coujours a l’ordre du jour . ‘ . F. ese 
Le pliopole et le développement économique ‘ > Marcet F. Carer 
La théorie de la concurrence monopolistique du Professeur E.H. Chamberlin . Jane AuBert-Krieg 
Oligopole et Progrés technique ° . . ° . - _ Henri Deng 
Note sur les des oli 1 4 ; : ; “B. S. Kemrsteap et J. C. Wexpow 
Les schémas théoriques de la croissance. dela firme | . ¢ ; ; . . Jane AusBert-Kairg 
La Compagnie hollandaise des Indes orientales_ . . . ‘ ~ * : - Entre Coornarrr 
Etude concréte de Veffet de domination ‘ A = : i “ * . . Annie Voss-Lytrox 
Le et Poligopole des iers . ‘ ‘ : “ hs ; ‘ Eric Ocer 














REVUE DE SCIENCE ET DE LEGISLATION FINANCIERES 


The French Review of Public Finance 
NUMBER II, APRIL-JUNE, 1956 
Economic and Financial Problems to the Light of the Modern Novel -_ F. Neumark (F armed 


The Activity of the French Nationalised Banks in Oversea Territories and Foreign Countri 
 Laswe (Paris) 


Problems of Finan: im the Picture Industry . ° ° " ‘ H. MERCILLON (Dijon) 
On the matical ry of Two Variables Taxes 7 ‘ ; ‘ J. Montei (Toulouse) 
Evolution of the Turkish Banking System . . ‘ . . S. Barpa (Istanbul) 
On the Objectives of Fiscal Policy . F. Sainz pe Bujanpa (Madrid) 
Recent Developments in Public Finance: Some Results of ‘National Accounting and 

B in Western Europe . ‘ . J. LEcAILuon (Lille) 
ne ee French Court Decisions on Taxation . ‘ ° . ‘ ° M. Curétien (Lille) 
B Index 

ibliographical 


The Review is published quarterly. Yearly Subscription abroad, 3.500 French francs or 10.30 U.S.A. dollars. 
Orders can be placed to Pichon and Durand-Auzias, 20, rue Soufflot, Paris V, and through Stechert-Hafner, 
31 East roth Street, New York, N.Y. 














ECONOMIA INTERNAZIONALE 


VOLUME IX, NO. 1 QUARTERLY REVIEW FEBRUARY, 1956 


Income Taxation, Output and Prices. III. Stability Conditions for a G IN lassical Model 
C. A. Haut and J. Tosm 








Income and Employment in Crusoe Economy ‘ ‘ ° m ° ‘ ° . J. K. Menta 
Devaluation, Cost Inflation, and the Supply of Exports . F M. Micwagty 
Sulla misurazione della propensione marginale al consumo con equaszioni di regressions - U. Saccuern 
Other Countries’ Economists ° . O. H. Enrucu 
Sviluppo, redistribuzione e struttura del commeselo mondiale nel quinquennio, 1950-1954 ; V. Strorm 
Bollettino Bibliografico ed E fico: Books Review—Ticles of articles on recent periodicals— 


Summary of articles issued on recent periodicals. 


Annual subscription to “ Economia INTERNAZIONALE ” It. Liras 5.000. Applications for subscription and correspondence 
should be addressed to the Direzione Istituto di Economia Internazionale, via Garibaldi 4, Genova, Italy. 








METROECONOMICA 


INTERNATIONAL REVIEW OF ECONOMICS 
VOLUME VIII, NO. 1 


Seotieeions des cycles économiques par un modéle non lineaire a regulation retardée e M. ALLals 
tion of Theil’s method of a = ae ee L. R. Kew 


on _ Consumer ° ; ° ° . M. McManus 

VOLUME Vill, Ni 
= the oe ger ae a Muleilacera ene | Problem . ~ : : = : - H. Nrxawd 
An Elasticity of e ‘ : - ; ; ‘ “M. BronveNpnexntt 
oG 


A Social Concept of Excess Capacity : ‘ . 3 4 f g é C. E. Fercuson 


Board of Editors: C. Bresciani Turroni, L. Dupriez, E. Fossati (Managing Editor), R. Frisch, G. Lutfalla, A. Mahr, 
, G, U. Papi, R. Roy, E. Schneider, G. L. S. a R. Stone, J. Tinbergen, G. Tintner, F. Zeuthen. 


Published every four months. Subscription $7 (two yous $19). Communications to the editors may be sent to 


Professor Eraldo Fossati, director of the I of icy, ita, Genova (Italy). Communications regardi 74 
subscription to be sent to Licinio Cappelli, Corso 12, Trieste (Italy), or g E. Stechert-Hafner, 31 East 10th Street, New York, N. 








vi 




















| 1955 


UTHEN 
UTHEN 
SAPET 
KRIER 
Denis 
ELDON 
KRIER 
NAERT 
YTTON 
Ocer 





ence 











— eee 
er 








ROYAL ECONOMIC SOCIETY 





PATRON: 
HER MAJESTY THE QUEEN 


COUNCIL: 


President 
PROFESSOR L. C. ROBBINS, C.B., F.B.A. 


Vice-Presidents 


LORD BEVERIDGE, K.C.B., D.Sc., F.B.A. 
SIR ARTHUR BOWLEY, C.B.E., Sc.D. 
LORD BRAND, C.M.G. 


SIR ALEXANDER CARR-SAUNDERS, LL.D., 


Litt.D., F.B.A. 
Proressor SIR ALEXANDER GRAY, C.B.E. 


Professor G. C. ALLEN. 

Professor R. G. D. ALLEN, C.B.E., F.B.A. 
Mr. W. M. ALLEN. 

Professor T. S. Aston, F.B.A. 

Professor A. J. BRown. 

Professor E. H. PHEtps Brown, M.B.E. 
Professor A. K. Carrncross, C.M.G. 

Mr. G. CROWTHER. 

Professor E. Devons. 

Professor P. SaRGANT FLORENCE, C.B.E. 
Mr. C. W. Pe, © C.B.E. 

Professor H. J. HABAKK 

Sir RosBert HAtt, K.C. MA G., C.B. (Hon. Secretary). 
Professor H. HAMILTON. 

Mr. F. E. Harmer, C.M.G. 





ProressoR SIR RALPH HAWTREY, CB, 
F.B.A. 

Proressor A. C. PIGOU. 

Proressor SIR DENNIS ROBERTSON, 
C.M.G., F.B.A. 

Proressor R.H TAWNEY, F.B.A. 


Professor J. R. Hicxs, F.B.A. 

Sir Oscar Hosson. 

Professor J. JEwkes, C.B.E. 
Professor R. F. Kann, C.B.E. 
Professor W. A. Lewis. 

Sir Donatp MacDouca tt, C.B.E. 
Professor J. E. Meape, C.B., F.B.A. 
Mr. H. C. B. Mynors. 

Professor Sir ARNOLD PLant (Fon. Secretar) ). 
Mrs. JOAN ROBINSON. 

Professor R. S. SAYERs. 

Professor G. L. S. SHACKLE. 
Professor J. R. N. Strong, C.B.E. 
Professor J. H. B. Tew. 

Professor G. J. WALKER. 


Professor E. A. G. ROBINSON, C.M.G., O.B.E., F.B.A., Joint Editor & Secretary. 
Mr. R. F. HARROD, F.B.A., Joint Editor. 

Mr. R. C. O. MATTHEWS, Assistant Editor. 

Mr. A. D. MARRIS, C.M.G., Hon. Treasurer. 

Mr. A. FULLER, Assistant Secretary. 


Applications for Fellowship should be addressed by letter to the Secretary, ~ 
Royal Economic Society, 21 Bentinck St., London, W.1. The Annual Subscription 7 
is thirty shillings. Any Fellow may compound for his future annual subscriptions — 
by paying at once the sum of twenty-two pounds ten shillings, subject, in the case ~ 
of members who have already paid ten annual subscriptions, to a reduction of five © 
shillings in respect of every year for which such annual subscription has been paid, ~ 
provided that the composition fee does not fall below seventeen pounds ten shillings. ~ 
There is at present no entrance fee. 
admitted to the Society with full rights to receive all its publications at an Annual 
Subscription of thirty shillings. They are entitled to compound their subscriptions | 
for a period of fifteen years on payment of twenty pounds. 


Editorial] Communications and Books and Periodicals for Review should | 
be addressed to the Editor, Royal Economic Society, the Marshall Library, Doyle 
St., Cambridge. 


Communications respecting Advertisements should be addressed to the 
Secretary, Royal Economic Society, The Marshall Library, Downing St., Cambridge. — 





Printed in Great Britain by Richard Clay and Company, Ltd., Bungay, Suffolk 





Libraries, Institutions and Companies are | 








ee ee RE cr i a, 





